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Editorial Comment 


HE event of greatest concern to the 

bankers in the past month was the 
decision of the Board of Governors of 
the Federal Reserve System to require 
an advance of 50 per cent. in the re- 
serves of member banks, effective 
August 15. 

As to the wisdom of this action, bank- 
ing opinion is not unanimous, although 
the step has received general support 
among the larger banks. Since fewer 
than half the banks of the country are 
members of the Federal Reserve, the 
effect of the change in reserves will not 
be so great as would be the case were 
all the banks subject to the increased 
requirements. 

The huge excess of reserves among 
member banks, resulting partly from 
Government financing, from the slack 
demand for credit, and the huge gold 
imports in recent months, has been 
discussed extensively for some time. 
There has existed a considerable body 
of opinion to the effect that, although 
present demand for credit is low, the 
excessive reserves might become a 
source of real danger once business 
grew more active with a correspond- 
ing demand for bank credit. Danger 
from this source has now been lessened, 
although the excess reserves are still 
large and destined to grow larger. 


© 


Reserve Act 


funda- 


THE Federal 
mentally altered the whole problem 


of bank reserves. Not only were the 
reserves formerly required greatly re- 
duced, but (after 1917) all reserves 
were to be deposited with the respec- 
tive Federal Reserve banks. This was, 
in the manner indicated, a weakening 
of the reserve position of member 
banks; but this was offset in several 
ways, and especially by the ease with 
which banks could rediscount and thus 
replenish their reserves as occasion 


pointed out. Rather belatedly bankers 
are recognizing that these changes have 
greatly increased the ability to create 
indebtedness, and especially when re- 
serves were so excessive as has been 
the case for some time. 


© 
J[NFLATION of commercial bank 


credit has not taken place, but some 
authorities have regarded with concern 
the high price of bonds, due partly to 
the easy money conditions which the 
excess reserves fostered. 

There has occurred, also, an almost 
sensational rise in the stock market, but 
this has not been financed to any 
material extent by bank credit. 

Indeed, the action in question may 
be regarded as precautionary in charac- 
ter. Its effect on present conditions— 
except as relates to the bond market— 
will hardly be perceptible. 


© 


OST of the banks, especially in the 

larger cities, no doubt find their 
reserves in excess even of the increased 
requirements, but some of the smaller 
banks are in a different position and 
in some instances they may have to 
resort to rediscounting in order to meet 
the new requirements. Or alternatively 
they may draw down their balances 
with correspondents, such balances not 
counting as reserves. 


© 


OME surprise may be felt that the 

Reserve authorities should at once 
have raised the reserves to half the 
amount which the law permits. So far 
as relates to reserves, the Board may 
be said to have used half its ammunition 
in a single charge. It might have 
been just as well to have made the 
initial reduction much less, and to in- 
crease the percentage by gradual steps. 
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This would have sufficiently indicated 
the policy which it was intended to 
pursue, and that, it would seem, might 
have answered the purpose as well, as 
by making so large an increase imme- 
diately. 

It is not expected that the alteration 
in member bank reserves will greatly 
influence the present easy money 
policy; not, at least, while the Treasury 
must continue its heavy borrowings. 

The Board, having exercised its 
prerogatives in the matter of increas- 
ing reserves, still has ample resources 
in its open market operations for in- 
fluencing the money market. 


© 
POLITICIANS are, in some cases, at- 


tacking bankers with especial 
virulence thus early in the political 
campaign. They are not only the 
“money-lenders” to be driven from the 
temple, but “birds of prey” and other 
like disreputable characters, if the 
politicians are to be believed. 

All this is an old story, about which 
few new chapters can be written. 

The pity of it all is that the banker 
must sit still while all these blows 
are aimed at his more or less unoffend- 
ing head. True, the banker is not an 
outcast, but a citizen, entitled as are 
other citizens, to take his part in 
politics. But he must remain com- 
paratively quiet, for the obvious reason 
that his bank is not a political institu- 
tion, but designed to serve alike those 
of differing political faith. 

Could bankers speak their mind 
freely, the opinion of the average poli- 
tician thus disclosed might be no more 
flattering than that which the politician 
entertains for the banker—or professes 
to entertain, the suspicion being that 
a great deal of this antipathy is 
created for political purposes alone. 


© 


INE would have to go rather far 

back in the country’s history to 
find a time when monetary heresies 
were so popular as they are at the 
present time. The popularity of various 
monetary and economic nostrums al- 
ways mounts to its highest point in 


times of depression. It represents the 
unending search for an easy way out 
of existing difficulties. 

Congressman Lemke, the candidate 
of the Union party for President, sug- 
gests that, instead of paying interest on 
some $36,000,000,000 of Government 
debt, the Bank of United States of 
America should issue its notes to this 
amount in payment of the debt, thus 
saving an annual interest charge of 
about $1,000,000,000. The thought 
behind this proposal is that by its 
adoption the people would not only 
save the taxes necessary to pay this 
heavy annual interest charge, but would 
be freed from the obligation of taxa- 
tion to pay the huge debt itself. 

But what effect would the addition 
of some $36,000,000,000 to the circula- 
tion have on prices? Should they rise 
to the degree generally expected, this 
would constitute a tax on the people 
far heavier than that to be incurred for 
meeting principal and interest in the 
usual way. 

Depreciation of the currency con- 
stitutes an insidious form of taxation— 
something being sufficiently experienced 
now without increasing the volume of 


currency by $36,000,000,000. 
© 


OW bank portfolios have changed 

is strikingly illustrated by the 
statement of the First National Bank 
of Miami, Florida, as of June 30. 
Merely for the purpose of calling at- 
tention to this fact, which is more or 
less typical of the banking situation 
generally, some figures from this bank’s 
statement are quoted. 

Loans to individuals, firms and cor- 
porations were $1,394,237.52, and if 
to this is added first mortgages on 
improved real estate, the total of these 
two items is $2,103,434.32. And to 
this total may properly be added an 
item of commercial paper purchased 
representing a total of $1,250,000. 
The aggregate of these three items being 
$3,353,434.32. 

Turning now to the bond account, 
this item is found to represent a total 


of $28,178,614.22, and of this total 





NATIONAL BANK 
OF DETROIT 


Statement of Condition, June 30, 1936 
RESOURCES 


Cash on Hand and Due from 

Cer DORN a oe 8 $180,033,196.13 
United States Government Obli- 

gations, direct and/or fully 

guarenteed . « .« ss « « 183,453,578.86 
Other Securities). . . « 6,377,946.68 
Stock in Federal Reserve Bank 675,000.00 
Loans and Discounts Site Se 45,789,117.14 
Real Estate Mortgages . . . 7,850,951.92 
Overdrafts ey tay veer 9,230.86 
Real Estate (21 Branch Bank 

NS og OU gets 628,196.08 
Accrued Income Receivable—Net 1,005,359.47 


Customers’ Liability Account of 
Acceptances and Letters of 
SER. ve exter ee ae es pice 1,590,602.10 


TOTAL RESOURCES 6. 8% See $427,413,179.24 
LIABILITIES 
Deposits: 
Commercial, Bank and Savings $338,594,394.18 
U.S. Government. .. . 17,572,040.61 
Treasurer—State of Michigan 11,582,042.77 
Other Public Deposits . . 30,860,921.09 398,609,398.65 
Capital Account: 
Preferred Stock (Paidin) . . $ 10,500,000.00 
Common Stock (Paidin). . 5,000,000.00 
Surplus (Paid in $5,000,000.00 
—Earned $2,000,000.00) . 7,000,000.00 
Undivided Profits (Paid in 
$2,500,000.00—Earned 
CE S06, 70081) 6-6 oe 3,865,769.81 26,365,769.81 
Reserve for Common Stock Dividend No. 4, 
Payable August 1,1936 . . . « « « e« 250,000.00 


ER Bae ne et” ake ee iy ee ee ie 597,408.68 
Our Liability Account of Acceptances and Letters 
OP CE ete ee, helo a See ek a oe 1,590,602.10 


TOTAL LIABILITIES ... . . . « $427,413,179.24 


United States Government Securities carried at $33,993,400.00 in the 
foregoing statement are pledged to secure public and trust deposits 
and for other purposes required by law. 


N4 
Member Federal Deposit Insurance Corporation 
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“We started an analysis of our bank 
(which we had been wanting to do for some 
time) and after discussing it with some of 
my associates we felt that your formula is 
the best that we have been able to procure 
and because of the simplicity and the full- 
ness with which all of the details were 
covered we decided to follow the outline 
given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 


With a Foreword by 


CARL K. WITHERS 
Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method which 
is both simple and complete. Here is de- 
scribed in minute detail and with a wealth 
of illustrations a simple method for obtain- 
ing bank costs and for installing a system 
of bank cost accounting as an aid to effective 
management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers, Commissioner of 
Banking and Insurance of the State of New 
Jersey. 


Your name and address on the coupon be- 
low will bring this book to your desk on 5 
days’ approval. 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 8. 
Woolley. At the end of 5 days I will either 
remit $5 or return the book. 


$18,435,395.99 is in United States 
Treasury notes and bonds. A com- 
plete list of other bonds appears in 
the statement. 


© 
EVERAL of the larger banks are 


retiring their preferred stock and 
debentures sold to the Reconstruction 
Finance Corporation. With the retire- 
ment of these obligations, the share- 
holders of the banks will be placed in 
a more favorable position, since the 
banks will be relieved of the necessity 
of paying interest on the debentures 
and dividends on the preferred shares, 
thus leaving that much more for the 
shareholders. 

Since beginning of its operations the 
Reconstruction Finance Corporation 


has purchased in preferred stock and 
capital notes $1,044,937,053, but this 
sum has been reduced to around $700,- 
000,000. Purchases were made from 
over 6000 banks, and it is reported 
than about 90 per cent. of these have 
met their obligations on account of in- 


terest and preferred dividends. 
© 


HAT as the result of conditions fol- 

lowing the depression banking has 
become an altered profession, is the 
conclusion reached in “Merchants of 
Debt,” a study by W. von Tresckow, 
and published by Young & Ottley, Inc., 
New York. As this study is based on 
wide research, it is worth careful at- 
tention by the bankers of the country. 

Although one would think that with 
a marked revival in business there 
would come such an increased demand 
for loans for commercial purposes as 
to modify the changes to which this 
study refers, this is not the conclusion 
of the author. He is of opinion that 
the change is permanent, and that in 
the future bonds rather than loans will 
predominate in the earning assets of 
most of our banks. 

This tendency has been recognized 
for some time, but the facts contained 
in the study mentioned will serve to 
bring it forcibly to the attention of 
American bankers. 





The Future of Railroad Transportation 


By C. D. Youne 


Vice-President, Pennsylvania Railroad 


ANY features of transportation 

service can be rendered satisfac- 

torily only by the railway. It 
has a greater variety of contacts than any 
other industry. It serves the humblest 
passenger, the farmer, the worker in 
forest and mines, the industrialist, the 
banker, the Federal and State Govern- 
ments. An industry which received 
nearly three and one-half billion dol- 
lars in 1935 from the public for 
services, and paid almost two billion 
dollars in wages, over one-half billion 
dollars for materials and supplies, and 
one-quarter billion dollars in taxes 
must occupy a vital place in the lives 
of the people and it deserves a sub- 
stantial portion of their thoughtful con. 
sideration. The railway record is one 
of progressive accomplishment. It 
holds a progressive attitude toward the 
future. 


Financial Resources of the Railways 


On the capitalization side we have in 
the past by legislation, regulation and 
public demand for safety and to avoid 
delays and congestion forced the rail- 
ways to expend capital for facilities 
and equipment. This maximum in- 
vestment made with the approval of the 
regulatory authorities must be sustained 
and if not utilized by the public it is 
a loss to the security owners. With this 
necessary investment we must inquire 
in good and bad times what the rail- 
way must do in meeting expenses, 
taxes and fixed charges, and then how 
much is left for dividends, profits, or 
betterments. Obviously, unless a profit 
on an operation is realized or is in 
prospect, there is little hope of attract- 
ing capital for improvements. It is 
Imperative for their growth that the 
railways maintain their credit. 

The operating ratio, which is the 


Condensed from a Recent Address. 


measure of operating efficiency, for all 
Class I railways of the United States 
in 1935 was 75.11, in the face of in- 
creased costs of labor and materials. 
The railways prospered during many 
years in the past with a higher ratio, 
but the gross earnings were greater. 
This shows that management has been 
able to control operating expenses, yet, 
because of reduced gross earnings and 
higher overhead costs imposed by 
legislation, taxation and regulation, the 
remaining margin that should exist has 
been growing less with which to main- 
tain net income, the final result upon 
which railway credit rests. A revision 
of the financial structures of many rail- 
ways is one of the predictions that can 
be made with reasonable assurance, 
unless there is a substantial and con- 
tinued improvement in their traffic. 
The more expeditiously this transitional 
phase of the railway credit position is 
corrected, the better for the industry. 

Only three general methods of 
financially improving the situation seem 
to exist: 


1. Make further reductions in operat- 
ing expenses. 


Careful studies show that while 
smaller economies are currently made 
the big opportunities are isolated, will 
require time for accomplishment, and 
are inevitably accompanied by adverse 
effects upon the values of adjacent 
property, the earnings of labor and of 
those affected by the reduced buying 
power of labor. There is abundant 
evidence of the fact that, within the 
limits of its power and consistent with 
its responsibilities to the employes, 
management has already been aggres- 
sive in effecting operating economies, 
and meeting the requirements of its 
employes. 

2. Reduce fixed charges and taxes. 

This is now being accomplished 
chiefly where receiverships and _re- 
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organizations are in progress, the 
primary purpose of which is the forced 
reduction of fixed charges to a figure 
which seems justified by earnings. This 
forces the distribution of losses uni- 
formly among security holders, pos- 
sibly taking away from securities a 
financial return which has been regular 
and fairly certain and substituting a 
speculative return based on possible 
future earnings. 


3. Increase gross earnings. 

It is this method that offers the chal- 
lenge that railway management wel- 
comes and accepts—a challenge which 
compels the adoption of the most in- 
genious devices and methods that 
science and engineering in the hands 
of management can produce to give the 
public a useful and attractive service. 
Then the results of the working of the 
natural law of the survival of the 
fittest will become evident in transporta- 
tion. The public is usually quick to 
respond to service well rendered, and 
ready to pay a fair price for it. 


The Backbone of Transportation 


The railways are and will continue 
to be the backbone of the transporta- 
tion body of our country. Ships, trucks, 
buses, private automobiles and _air- 
planes have their places and the effort 
of railway management now is to de- 
termine the place the railway best fits 
in the transportation body: then to 
concentrate on making that part func- 
tion in the best possible manner. This 
will not only require the joint efforts 
of the scientist, the engineer and the 
economist to find the possibilities, and 
managerial ability of a high order to 
convert those possibilities into useful 
functions in the public interest, but also 
a like attitude on the part of competi- 
tive transportation so that the two may 
be co-ordinated and give the best 
service at the lowest possible cost. The 
railway industry has those talents today 
and is at work on these questions. 


It must be borne in mind that the 
public is always impressed by the new 
and the spectacular. Old methods and 


devices, even when they continue to 
serve us well and to advance with us 
are taken as a matter of course and 
seem colorless. 

The passenger automobile, the bus, 
truck and airplane are new and still in 
the developing stage. There is novelty 
in their design and romance in their 
operation. They have an_ irresistible 
public appeal during their growing 
period. Like the Easter bonnet, they 
have yearly models. The railway, not- 
withstanding its consistent progress, is 
a commonplace facility in comparison 
and its advantages as a transportation 
agency are not surrounded by the color 
of the younger competing forms. 

The railway is rendering a valuable 
public service that must be continued, 
No substitute has yet been developed 
that will as a whole perform the same 
service in any better way. The future 
points to a codrdinated system of 
land, water and air transport which 
the railways are in a position to ac- 
complish because they are the back- 
bone of the transportation structure. 


They should be relieved of existing re- 
strictions preventing ownership within 
the rail industry as well as in other 


forms of transportation. They should 
also be relieved of the existing, hit-or- 
miss plan of governmental regulation 
and control without corresponding re- 
sponsibility for the results, financial or 
operating, or the effect upon relations 
with labor, or labor itself. 

The railways face the future with 
confidence and if governmental regula- 
tion and direction will follow principles 
of a broad and sound policy, then the 
changing public demands and economic 
conditions can be met by the rails 
through the ingenuity of the experienced 
engineer and the skill of expert manage- 
ment; and, thus, the codrdinated 
transportation of the future will equal 
or excel that ever produced by the 
railways. 

The railways are a necessary unit in 
a codrdinated system of transport and 
until something else comes along to 
take their place they will be the back- 
bone of the transportation structure in 
any and all sections of our country. 





Che 
Cleveland 


Crust Company 


Located at Euclid Avenue and East Ninth Street and in 
Community Centers throughout Greater Cleveland and nearby 


CONDENSED STATEMENT OF CONDITION JUNE 30, 1936 


ASSETS 


Cash on Hand and in Banks . 

United States Government obligations, direct and fully 
guaranteed .. 

State, Municipal and Other Bonds and Investments, 
including Stock in Federal Reserve Bank, less 
Reserves : 2 

Loans, Discounts and Advances, less Reserves 

Banking Premises NDA iy tahoe 

Other Real Estate 

Interest and Earnings Accrued and Other Resources 

Customers’ Liability on Acceptances and Letters of 
Credit Executed by this Bank . eres ae 


NE iia aks ci ea ee 


LIABILITIES 


Capital Notes. . $ 15,000,000.00 
(Subordinated to Deposits. and Other Liabilities) 

Capital Stock ? 13,800,000.00 

Surplus and Undivided ’ Profits 3,226,574.65 


Reserve for Contingencies . 
Reserve for Taxes, Interest, etc. 


DEPOSITS 
Demand 
ae 
Estates Trust ‘Department — 
(Preferred) 
Corporate Trust Department 
(Preferred) ORD K 


. $132,772,721.01 
159,979,266.72 


13,463,095.10 


6,487,476.76 


Other Liabilities 
Acceptances and Letters of Credit ‘Executed | for 
Customers ‘ : 


Total . 


Member 


Federal Reserve System 


$ 92,621,893.56 


70,853,516.50 


15,514,603.26 
147,189,353.92 
5,861,628.45 
12,546,836.29 
3,568,931.21 


255,567.00 


$348,412,330.19 


$ 32,026,574.65 
450,000.00 
1,643,167.45 


$312,702,559.59 
1,334,461.50 


255,567.00 
$348,412,330.19 


Member Cleveland 


Clearing House Association 


Member Federal Deposit Insurance Corporation 





THE WORLD NEEDS 
More Men with Money 


By “CALLISTHENES ” 


T has only been within compara- 
| tively few years that the cry “Share 

the wealth” has arisen to sufficient 
prominence to claim the attention of 
the world. What does this cry mean? 
Already we have given a clue to the 
direction in which our feelings incline 
in this question with the title we have 
chosen for this column, and, although 
we do not propose to discuss the mat- 
ter in all its fulness, we do propose 
to try to justify our choice of heading 
for this article. 

This is not the first time that we 
have referred to the advantage that 
comes to any nation from having men 
of money, men who control money and 
who at the same time possess in them- 
selves honesty plus the spirit of enter- 
prise, among its population. The man 
with imagination, courage, determina- 
tion and good sound judgment is an 
asset to any community. If he has the 
added advantage of having the control 
of capital, then he becomes a probable 
builder of business, and, having all of 
these, he is then in the fortunate posi- 
tion of being able both to add com- 
mercial prestige to the community and 
to employ labor—two very important 
and useful things to accomplish. 

From every interesting question come 
interesting speculations. Let us for the 
moment think in figures. Imagine a 
sum of £100,000 at the disposal of 
one man such as we have described— 
enterprising, determined and sound in 
his judgment. Then imagine that same 
sum split up between one thousand 
men, each one receiving £100. Which 
of the two cases is the more useful 
to a community? 

One thousand men, each having 
£100, can do little more than either 
open an account in a savings bank— 


100 


which incidentally is a very good thing 
—or take the momentary advantage of 
spending all or part of their money 
upon themselves or their families, 
which is also an agreeable step to con- 
template. In either case the original 
division of wealth would not long 
remain equal. On the other hand the 
entire £100,000 at the disposal of the 


single wise individual can be devoted 
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For more than 25 years a daily article 
by “Callisthenes” has appeared in the Lon- 
don Times. The one reprinted below should 
be of particular interest to the financial 
community as an argument against those 
would-be social reformers who think that 
all of our economic ills can be solved by 
tedividing the wealth_—Editor. 


ee 


to forming an organization which may 
be a permanent money-making, em- 
ployment-giving, prestige-building as- 
set to the community. 

In this manner we feel that we all, 
individually and collectively, should 
look with appreciation upon the rich 
men of this country who have, not only 
the power that money brings, but also 
the knowledge, the inclination and the 
courage to develop the undertakings in 
which they are interested. We feel that 
the world needs more of these men— 
men who can increase employment, 
and who can make it possible for those 
upon their pay-rolls to enjoy the ad- 
vantage and privilege of drawing each 
week a regular steady sum of money, 
which automatically makes their own 
lives, and the lives of those for whom 
they are responsible, not only happier 
and brighter, but also safe and progres- 
sive, 





FHA Mortgages as Investments 


An Excellent Addition to the Bank's 
Portfolio of Earning Assets 


By Georce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Ala, 


SEARCH for sound profitable 

loans has been in progress. for 

several years by aggressive bank- 
ers. Investigation indicates that re- 
sults have been satisfactory but much 
more is to be desired. Idle funds have 
become expensive to numerous bank- 
ing institutions and the search for 
loans continues. 

The practice of investing deposits in 
short-term liquid paper has been the 
desire and almost habit of conservative 
city and country bankers. Moreover 
if desirable loans could not be obtained 
in local communities bankers turned 
their attention to the purchase of com- 
mercial paper on the open market. 

Due to activity of business some 
years ago the volume of outstanding 
commercial paper was unusually large. 
In recent years the picture has changed 
considerably. Obviously we must be 
prepared to accept any class of paper 
that meets our requirements as to safety 
and liquidity if a comfortable ratio of 
loans to deposits is maintained. 

Despite the fact that loans as well 
as interest rates have been on the 
downward trend a thorough search will 
reveal a few profitable investments for 
those bankers who are willing to put 
forth an effort and adjust their records 
for handling a new class of business. 
One of the most valuable investments 
today in this class is the FHA insured 
mortgage loan. 

The National Housing Act creating 
the Federal Housing Administration 
was signed by President Roosevelt, 
June 27, 1934. The major objectives 
listed by the FHA under Title II of 
the National Housing Act include the 
following: 


(a) To increase the security of home 
ownership by making funds available at 
reasonable rates and on terms within the 
borrower’s capacity to pay. This antici- 
pates a single mortgage amortizing com- 
pletely in a definite period of time, as 
compared with more hazardous methods of 
mortgage financing. 

(b) To induce lending institutions to 
lend on mortgage security in the residential 
field by offering to them the benefits of 
the single mortgage system. 


This is the seventh of a series of articles 
on mortgage loans made by banks under 
Title II of the National Housing Act. 


(c) To establish standards of quality 
with respect to neighborhoods, construction, 
architecture, and factors contributing to 
more satisfactory housing in order to en- 
courage improvement in housing standards 
and conditions. Improvements in housing 
standards and conditions will result in bet- 
ter mortgage security as well as benefits 
to owners. 

(d) To initiate a program of home con- 
struction in localities where housing is 
needed. Such a program provides employ- 
ment for .wage earners in building trades 
and allied industries. 

(e) To initiate statistical surveys and 
economic studies for the purpose of de- 
termining suitable fields for mortgage in- 
vestment, guiding and development of 
housing, and assisting mortgage investors 
and home owners or buyers in the formula- 
tion of sound judgments and policies. 

(f) To create a structure in which the 
mortgages are readily salable. 


The purpose of Title II of the Na- 
tional Housing Act was not Govern- 
ment competition with private lending 
institutions, but codperation of govern- 
ment and financial institutions to re- 
lease credit and promote business. 

The lending institutions receive 


101 





THE BANKERS MAGAZINE 


RESOLUTION OF BOARD OF DIRECTORS OF 
(Revised May 11, 1936) 


(Name of Applicant) 


(Name of Officer) 


, of this Corporation, or either of them or 
(Title of Officer) 


their duly elected or appointed successors in office, be and they are hereby authorized 
and empowered in the name end on behalf of this Corporation and under its cor- 
porate seal, from time to time while this resolution is in effect to execute and deliver 
to The RFC Mortgage Company, in the form required by such Company, (a) agree- 
ments to sell to said Company mortgage notes or bonds now owned or hereafter 
acquired by this Corporation and heretofore or hereafter accepted by the Federal 
Housing Administrator or his authorized agent for insurance under the provisions 
of Title II of the National Housing Act, as amended, the total thereof not to exceed 
in unpaid principal amount $ » which agreements may include, among 
others, covenants to perform certain acts in connection with the servicing of the 
mortgages securing such notes or bonds, and also covenants to repurchase said 
notes or bonds and the mortgages securing! same which may be required by The RFC 
Mortgage Company in connection with the contract for the sale of said mortgages; 
(b) agreements to sell said Company mortgage notes or bonds, when executed and 
delivered, upon which commitments have, prior to execution of such agreements, 
been made by the Federal Housing Administrator or his duly authorized agent for 
insurance under the provisions of said Title II of the National Housing Act, as 
amended, when such mortgage notes or bonds are executed and ready for delivery, 
the total of such notes or bonds not to exceed in principal amount $ 

which agreements may include, among others, covenants to perform certain acts in 
connection with the servicing of the morigages securing such notes or bonds, and 
also covenants to repurchase said notes or bonds and the mortgages securing same 
which may be required by The RFC Mortgage Company in connection with the 
contract for the sale of said mortgages; and (c) such agreements, offering sheets, 
reports and other documents as The RFC Mortgage Company may require in con- 
nection with the consummation of such sales. 


RESOLVED FURTHER, that the above named officers, or either of them, 
or their duly elected or appointed successors in office, be and they are hereby 
authorized and empowered in their discretion and as occasion may arise to receive 
and endorse the name of this Corporation any checks or drafts representing the 
proceeds of the sale of any of the aforesaid mortgage notes or bonds, and to do 
and perform any acts and to execute any additional instruments or agreements, 
from time to time, in the name and on behalf of this Corporation and under its 
corporate seal or otherwise, deemed necessary or proper by The RFC Mortgage 
Company in connection with the purchase and sale of such mortgage notes or bonds. 


RESOLVED FURTHER, that any contracts or agreements heretofore made 
with the Company on behalf of this Corporation, and all acts of officers or agents 
of this Corporation in connection with any such sales or agreements to sell are 
hereby ratified and confirmed. 


RESOLVED FURTHER, that the Company is authorized to rely upon the 
aforesaid resolutions until receipt by its Treasurer of written notice of any change, 
but in no event shall said resolutions remain in effect for a period of more than 
one year from the date hereof. 


FORM I 
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double security on Title II loans. The 
mortgagees are secured by first mort- 
gages on the houses plus a Government 
guarantee that the mortgage will be 
paid with at least 3 per cent. interest 
in case the property is foreclosed. The 
Government guarantee will cover all 
mortgages placed on the books from 
April 1, 1935 to July 1, 1937. When 
the Government withdraws in 1937 the 
mutual mortgage insurance fund will 
continue to insure all FHA mortgages. 
Also the FHA bears all the cost of 
foreclosure. The maximum rate of 
interest allowed on Title II loans is 5 
per cent. although the lending institu- 
tion receives 14 to 1 per cent. of the out- 
standing balance annually as a service 
charge on the paper. The service 
charge is collected monthly and is in- 
cluded in the borrower’s monthly pay- 
ment. 


Service Charge Income 


Bankers might well consider the 
service charge as additional profit on 
FHA mortgage loans. A comparison 
of the monthly service charge received 
out of an FHA loan payment with the 
exchange, or collection charge, received 
on a draft, will serve to illustrate the 
profit to be derived from this source 
over a period of years. 

On a loan payment of $25.02, which 
is the monthly payment on a specific 
FHA loan of $2750, the lending in- 
stitution receives $1.13 as a monthly 
service charge during the first year. 
For collecting a draft and making 
remittance of the proceeds a_ bank 
would perhaps receive 25 cents as a 
collection charge. The lending institu- 
tion in the case used here would receive 
in service charges alone during the 
first year $13.56 for crediting the 
monthly payments. 

The following figures will show the 
exact amount a lending institution will 
receive as service charge on a loan of 
$2750 for each year over a period of 


20 years, or the maturity date of the 
mortgage: 


Amount of 
Service Charge 


Total amount of service charge -—— 
received for 20-year period ...$158.40 


Under the FHA plan the service 
charge is reduced with the principal 
amount of the loan each year and is 
computed by the FHA as one-twelfth 
of 1% per cent. of the outstanding prin- 
cipal monthly. 


FHA Investments 


The lending institution is assured that 
it will never have to buy in property 
covered by an insured mortgage to pro- 
tect its investment. In case of fore- 
closure the mortgagee can convey the 
property to the Administrator in ex- 
change for 3 per cent. debentures which 
are fully guaranteed by the mutual 
mortgage insurance fund created by the 
National Housing Act with a $10,000,- 
000 appropriation from the Govern- 
ment. All losses are to be paid out of 
the fund which costs the mortgagor one- 
half of 1 per cent. of the principal 
amount of his mortgage each year. 


Insured mortgages are liquid and a 
ready market is maintained for any 
lending institution that wishes to dis- 
pose of its paper covering new con- 
struction. Member banks may use their 
FHA mortgages as collateral when 
borrowing from the Federal Reserve 
Bank. The Home Loan banks have 
been authorized to loan up to 90 per 
cent. of the principal on mortgages to 
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non-members. The R. F. C. Mortgage 
Company will purchase from original 
mortgagees FHA mortgages covering 
new construction placed on the books 
of the mortgagee on or after April 1, 
1935. 


Besides these markets there is a de- 
mand for mortgages from other institu- 
tions approved under Title II of the 
National Housing Act. 


The R. F. C. Mortgage Company 


In order to sell FHA insured mort- 
gages to the R. F. C. Mortgage Com- 
pany it is necessary that the lending 
institution execute a purchase agree- 
ment or contract with the Mortgage 
Company upon forms approved by the 
Federal Housing Administration. An 
example of the conditions under which 
the Mortgage Company will purchase 
insured mortgages under a six month 
contract will serve to illustrate the plan. 
The R. F. C. Mortgage Company will 
make an agreement to purchase a par- 
ticular mortgage from any approved 
institution which holds a firm commit- 
ment from the FHA to insure the paper, 
provided that the mortgage is tendered 
to the purchaser within a period of six 
months from the date of the contract. 
See Form II. Under the terms of the 
contract the seller must agree: 


(1) To make a loan to the above named 
mortgagor in the amount stated and to ob- 
tain as security therefor a mortgage. 


(2) To pay to the purchaser an amount 
equal to one-half of 1 per centum (1/2 per 
cent.) of the principal amount of the mort- 
gage hereinabove described, such amount to 
be paid by the seller to the purchaser upon 
the execution of this agreement and to be 
retained by the purchaser as consideration 
for the execution of this commitment agree- 
ment, whether or not any mortgage is 
tendered for purchase hereunder. 


(3) To deliver to the purchaser upon 
the execution of this agreement, the follow- 
ing papers: 

(a) Confirmed copy of a resolution of 
the board of directors of the seller in form 
satisfactory to the purchaser, authorizing 
the execution of this agreement on behalf 
of the seller and the sale of the security 
herein described by its officers therein speci- 
fied. (See Form I.) 


(b) Original certificate in form satis- 


factory to the purchaser, listing the officers 
referred to in the resolution required in 
paragraph (a) above, and setting forth the 
specimen signatures of such officers; and 
the parties hereto respectively further 
covenant and agree as to said note or bond 
secured by mortgage tendered to the pur- 
chaser for purchase hereunder, as follows: 

Where the aforesaid note or bond is pur- 
chased subsequent to the first day of the 
month preceding the date on which the first 
full installment payment of principal and 
interest is due thereunder, the purchaser 
will pay for the aforesaid note or bond the 
unpaid principal amount thereof plus such 
interest as has accrued and is unpaid since 
the first day of the month preceding the 
date of purchase; where the aforesaid note 
or bond is purchased prior to the first day 
of the month preceding the date on which 
the first full installment payment of prin- 
cipal and interest is due thereunder, the 
purchaser will pay for the aforesaid note 
or bond the unpaid principal amount 
thereof less interest from the date of pur- 
chase to the first day of the month pre- 
ceding the date on which the first full in- 
stallment payment of principal and interest 
is due. 


Before a mortgage is sold to the 
Mortgage Company it must bear the 
endorsement of the Federal Housing 
Administrator and should be endorsed 
by the seller to the order of the pur- 
chaser without recourse. The assign- 
ment of such mortgages must be on 
forms satisfactory to the R. F. C. Mort- 
gage Company and recorded at the ex- 
pense of the seller. Also the following 
papers must accompany the transferred 
mortgage: Title guaranty policy, cer- 
tificate of title, abstract, attorney’s opin- 
ion, original policies of insurance with 
loss payable clause to the purchaser. 

Besides the papers listed above the 
Mortgage Company requires copies of 
the following supporting documents: 


(a) FHA form entitled ‘“Mort- 
gagor’s Application for Loan.” 


(b) FHA form entitled ‘“Mort- 
gagor’s Description of Real Estate.” 


(c) Underwriting description and 
particulars of insured mortgage on 


Form No. 2093. 


(d) Amortization schedule furnished 
the original mortgagee by the Federal 
Housing Administrator. 


eee ee te ee ee 


ee 





106 THE BANKERS MAGAZINE 


(e) All other documents and papers 
accepted or required by the seller and 
by the Federal Housing Administrator 
in connection with such mortgage or the 
insurance thereof which the purchaser 
may require. 

One of the most important clauses in 
the contract provides for the servicing 
of the mortgage by the seller. Although 
the mortgage is sold to the Mortgage 
Company without recourse the lending 


institution must agree to maintain facili- * 


ties for the collection of the monthly 
installments and make _ remittances 
monthly to the Mortgage Company 
covering principal and interest pay- 
ments. The seller must keep complete 
and accurate records of all funds col- 
lected for taxes, hazard insurance and 
mortgage insurance and segregate such 
funds from its general assets in a trust 
account. 


(Details of the plan appeared in the 
July issue entitled “Servicing FHA 
Mortgages.”’) 

The lending institution must pay the 
Federal Housing Administrator pre- 
miums covering mortgage insurance and 
must also pay all other assessments 
against the property such as taxes and 
hazard insurance. If the mortgagor de- 
faults the lending institution must pay 
all insurance premiums, taxes and as- 
sessments from its own funds and re- 
quest a refund from the Mortgage Com- 
pany for the amount expended. In 
addition to the above the seller must 
render to the Mortgage Company on the 
first day of each July a complete ac- 
counting of the application of funds 
received and disbursed from trust ac- 
counts. The seller is required to guar- 
antee the title of the mortgaged prop- 
erty and furnish certificate certifying 
that no mechanics’ or materialmen’s lien 
is on record against the property. 

An important feature of the plan is 
the agreement as to the compensation 
the seller receives for servicing the 
mortgages sold to the R. F. C. Mortgage 
Company. As long as the seller con- 
tinues to service a mortgage sold to the 
Mortgage Company it can retain the 


service charge or an amount equal to 
one-half of 1 per cent. annually of the 
unpaid balance of the mortgage. In 
addition to the service charge the lend- 
ing institution receives one-half of 1 per 
cent. annually out of the interest charge 
on all mortgages sold. 

The R. F. C. Mortgage Company will 
only purchase insured mortgages cover- 
ing new construction of dwellings where 
the interest rate on the paper is 5 per 
cent. Under the contract the seller 
remits to the company, with the monthly 
payment covering principal, interest 
calculated at 444 per cent., retaining 
14 per cent. monthly. 

For servicing the mortgages and mak- 
ing payments of funds collected the 
lending institution actually receives | 
per cent. annually where it has no funds 
invested in the paper. 

The R. F. C. Mortgage Company will 
offer insured mortgages for sale to ap- 
proved lending institutions that wish to 
make such investments. Under this 
plan the purchasers of such mortgages 
will receive interest calculated at 4% 


per cent. while mortgages obtained and 
held by the original mortgagees will! 
actually earn the lending institution 514 
per cent., which includes the service 
charge. 


-@)— 
LIMITATIONS OF GOVERNMENT 


THE essential business of government 
is to afford defense, to protect the com- 
munity against foreign and domestic 
violence and fraud. Unfortunately, 
however, governments have generally 
supposed it to be their duty, not merely 
to give security but wealth; not merely 
to enable their subjects to produce and 
enjoy in safety, but to teach them what 
to produce and how to enjoy; to give 
them instruction how to manage their 
own concerns, and to force them to 
obey that instruction. Unfortunately, 
too, the ignorance and folly with which 
they have attempted to execute this 
office have been equal to the ignorance 
and folly which led them to undertake 
it—“Political Economy,” Nassau Wil- 
liam Senior (1850). 
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The New Federal Revenue Act 


A Discussion of the Theories Underlying 
the New Federal Tax Legislation 


T has been said that every tax act 
represents a compromise, and the 
“Revenue Act of 1936” recently 

enacted by Congress is in this respect 
no exception. The measure represents 
a compromise between the majority of 
the Ways and Means Committee of the 
House of Representatives and Senators 
who advocated increasing the normal 
tax on normal-tax net income of cor- 
porations from a maximum of 15 per 
cent. to a maximum of 18 per cent. and 
who supported a small tax of 7 per 
cent. on undistributed net income of 
corporations. 

Let us look for a minute at the theory 
of this new piece of Federal tax legisla- 
tion. 

The theory of the Administration in 
sponsoring the recently enacted revenue 
act with its tax on the undistributed 
profits of corporations is that ability to 
pay rests primarily with the individual. 
It was thought, moreover, that of the 
four main sources of income taxation 
—business profits, wages and salaries, 
interest, and rents—business profits are 
best able at present to bear taxation. 

The new revenue act consists of 
several titles. Title I is a restatement 
of the existing income-tax law with sec- 
tions proposing a new plan for taxing 
corporate incomes. Title Ia provides 
for additional income taxes. Title II 
deals with a capital stock and excess 
profits tax. Title III imposes a tax on 
“unjust enrichment” the purpose of 
Which legislation is to tax every per- 
son’s net income arising from the sale 
of articles with respect to which a 
Federal excise tax was imposed but not 
paid because shifted to others. 


Purposes of Tax 


The new tax law has several pur- 
poses. It is, of course, aimed at 
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producing needed revenue. Secondly, 
it has as a purpose the equalizing of 
the tax burden as between corporations 
on the one hand and partnerships and 
individuals on the other. It represents 
an attempt to remove the inequity as 
between large and small stockholders 
resulting from the present flat corporate 
rates. In addition, the measure has at- 
tempted to prevent a so-called wide- 
spread tax evasion by large stock- 
holders of corporations who have been 
enabled, by the forbearance of corpora- 
tions to distribute current earnings, to 
escape payment of surtaxes on their 
individual income. 

The tax on unjust enrichment is 80 
per cent. of that portion of net income 
from sale of articles with respect to 
which a Federal excise tax was imposed 
but not paid because shifted to others. 
The tax is imposed also on income 
consisting of refunds from the govern- 
ment of processing taxes erroneously 
collected. This is the “windfall” tax 
referred to by the President in his 
message to Congress. He said: 

“In unequal position is that vast num- 
ber of other taxpayers who did not 
resort to such court action and have paid 
their taxes to the Government. By far 
the greater part of the processing taxes 
was in the main either passed on to 
consumers or taken out of the price 
paid to others. . . . A tax on the bene- 
ficiaries unfairly enriched by the re- 
turn or non-payment of this Federal 
excise would take a major part of this 
windfall income for the benefit of the 
public.” 

The new act makes no change in in- 
dividual income tax rates, but it does 
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repeal the exemption from the 4 per 
cent. normal tax heretofore provided 
for dividends in the hands of stock- 
holders. With respect to corporations, 
it is provided that there shall be levied 
for each taxable year upon the normal- 
tax net income of every corporation a 
normal tax ranging from 8 per cent. 
upon such incomes not in excess of 
$2000 to 15 per cent. upon such in- 
comes in excess of $40,000. These 
rates ranged from 12 to 15 per cent. 
under prior law. 


New Tax on Profits 


The imposition of a surtax on un- 
distributed profits of corporations is, 
of course, the major change proposed 
in existing tax law in connection with 
the method of taxing corporate income. 
The Administration felt no doubt that 
if ability to pay rests with the in- 
dividual, the corporate entity should 
not be allowed to bar a thorough test- 
ing Of an individual’s ability to pay if 
that individual happens to hold stock 
in such corporation. It was felt that 
a tax on undistributed profits of cor- 
porations would have the effect of 
causing distribution of earnings and 
the equalizing of the tax burden. The 
wealthy stockholder receiving larger 
income through distribution of dividends 
would pay a larger portion of such in- 
come to support the Government. 


The tax on undistributed profits is 
levied on net income and the rate is 
based on the ratio of undistributed net 
income to “adjusted net income.” By 
section 14, adjusted net income is de- 
fined as net income minus the sum of 
the normal tax imposed by section 13 


plus certain other credits. ‘“Undistrib- 
uted net income” is defined as adjusted 
net income minus the sum of the 
dividends paid credit provided in sec- 
tion 27 and the credit provided in 
section 26 (c) relating to contracts 
restricting dividends. 

The rate of the tax begins at 7 per 
cent., and this rate is imposed on the 
portion of undistributed net income 
which is not in excess of 10 per cent. 
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of the adjusted net income of corpora- 
tions. As the amount of such undis. 
tributed profits grows in relation to 
adjusted net income, the rate of the 
tax grows so that ultimately a rate of 
27 per cent. is imposed where un- 
distributed net income of a corporation 
is in excess of 60 per cent. of its ad- 
justed net income. 

As in other tax acts, provision is 
made in Title I for imposition of a 
surtax on corporations formed for the 
purpose of preventing the imposition 
of the surtax on its stockholders. Thus 
in the case of corporations not subject 
to the surtax on undistributed profits, 
this surtax begins at 25 per cent. of the 
amount of the retained net income not 
in excess of $100,000 plus 35 per cent. 
of the amount of the fetained net in- 
come in excess of $100,000. 


No Surtax on Banks 


All banks are taxable in the same 
manner as other corporations except 
that they are not subject to the surtax 
on undistributed profits. It is further 
provided that the normal tax on banks 
shall be 15 per cent. instead of vary- 
ing from 8 to 15 per cent. as provided 
in section 13 with respect to other cor- 
porations. Common trust funds main- 
tained by banks are not subject to 
normal income taxes or to  surtaxes 
under the act, but each participant in 
such fund shall include in computing 
its net income its proportional share 
of the net income of the common trust 
fund. Under the act, corporate profits 
or surplus accumulated before February 
28, 1913, are not to be regarded in 
applying the surtax on undistributed 
profits. 


The present revenue measure is 
strikingly different from the measure 
originally introduced into the House of 
Representatives. As first presented, the 
tax bill proposed to abandon com- 
pletely the uniform or _ slightly 
graduated tax on corporations and 
to substitute therefor an undistributed 
profits tax which would have resulted 
in rates on net income reaching as high 





GENERAL 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
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CORPORATION 


The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise. Capital employed 
is in excess of $80,000,000, 
supplemented principally by short 
term borrowings. 

In obtaining such short term 
accommodation, GMAC issues one 
standard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 
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as 4214 per cent. The bill also pro- 
posed to abandon the capital stock and 
excess-profits taxes after the first six 
months of this year. Under the measure 
as enacted, the capital stock tax is cut 
from $1.40 to $1 for each $1000 of 
the adjusted declared value of the 
capital stock. 

The majority report of the Ways and 
Means Committee said that the new 
plan of taxing corporate net income 
will not prevent the retention of earn- 
ings sufficient to provide for legitimate 
corporate needs, but would discourage 
accumulation for which there is no 
sound reason. By its supporters, the 
tax has been called an “improvement” 
which will ultimately be an established 
feature of corporate taxation. 


—@)— 


IN DEFENSE OF SPECULATION 


A marKeT from which speculation 
has been driven, by any causes whatso- 
ever, will become a lifeless thing— 


frozen and illiquid in its structure. It 
will become a one-way affair, subject 
to wide fluctuations, fundamentally un- 
sound and unable to provide the back- 
log of buying and selling which 
brings close quotations and stability. 

I wish to emphasize that to kill legiti- 
mate speculation is to destroy an eco- 
nomic factor which has had much to do 
with the progress of industry in this 
country.—Charles R. Gay, president, 
New York Stock Exchange. 


-—©- 
A BANKER’S CREED 


THINKING it over, I have concluded 
that any success I have had has come 
from the fact that, while I know full 
well that methods must change, the 
old and well tried principles on which 
the business with which I am connected 
was started and carried on must be 
held to. They may be summed up in a 
few short phrases: do your work, be 
honest, keep your word, help when you 
can, be fair.—J. P. Morgan. 
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T.. fundamental basis of any 
sound ‘‘Public Relations’’ program 
is the rendering of a service that 
is efficient, dependable and in the 
public interest. 


No banking service is more gen- 
erally availed of than that which 
arises out of the use of checks. 


And no bank is better equipped in 
the way of check collection facili- 
ties than is this institution. 


You can best meet the needs of 
your clients by taking advantage 
of our specialized continuously 
operating transit and collection 
departments. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 
Member of the Federal Deposit Insurance Corporation 





PUBLIC RELATIONS IN BANKING 


By Rosin E. Doan 


Director of Public Relations, Denver National Bank, Denver, Colorado 


HEN banking does finally decide 
to take its rightful place in the 
formation of banking legislation, 

the banker certainly must have the 
facts about his business at his finger- 
tips, and he must have a solution, or at 
least definite suggestions for solution, 
of those problems confronting banking. 
Now, that may seem a surprising state- 
ment—surprising in its implication that 
the banker does not, at present, have the 
facts about his own business. Never- 
theless, whether we care to admit it or 
not, this is true. 

Naturally, each banker does know the 
facts about his own bank, but legisla- 
tion is not enacted for individual banks, 
so this is not enough. We must give 
serious, codperative consideration to 
the problems confronting banking as 
a whole, those confronting banking 
regionally—and to the solution of those 
problems. We must have this back- 
ground of knowledge in addition to 
being so organized and inclined as to 
show the public that we are sincere in 
purpose and know what we are talking 
about. In short, we must be prepared, 
and we must convince the public that 
we are prepared—we must prove to 
them that we are qualified for the job 
of leadership in banking legislation. 


Problems to Be Faced 


What are some of these problems? 
I could devote the major portion of this 
address to a mere recitation of some of 
the problems at the door of banking 
today—problems clamoring for recogni- 
tion and solution—problems which will 
inevitably form the basis of new bank- 
ing legislation in the very near future. 
Let me, for example, cite just a few of 
the problems uncovered in a survey 


Condensed from an Address to the 
Colorado Bankers Association Convention. 


made recently of banking in their state 
by the New York State Bankers Associa- 
tion. These clearly reveal the need for 
research and constructive thought: 


1. “Should the contract between the 
bank and the savings depositor be more 
clearly defined so as to recognize the 
relationship between the availability of 
deposits and the ability to realize on 
assets?” 


2. “Should banks with a large pro- 
portion of time deposits and relatively 
long-term assets set up a system for ac- 


cumulating special reserves to cover the 
risks of this kind of banking?” 


3. “Should the savings department 
and the commercial department of banks 
be entirely segregated, with rather 
specific requirements as to the employ- 
ment of funds in each department and 
with a prohibition against the use of 
funds in one department to meet the 
liabilities in the other? What in general 
should be the requirements regarding 
assets in each department?” 


4. “Is branch banking the proper 
solution of the problem of the com- 
munity which does not provide a suffi- 
ciently large and diversified local out- 
let for the employment of its own bank 
deposits?” 

5. “Would it be feasible to require of 
future executive officers of banks pro- 
fessional standards of technical train- 
ing similar to those now prevalent in 
legal, medical and accounting fields?” 


These are but a few of the questions 
which will form the basis for future 
banking legislation. Is banking ready 
to answer them? Have we the solu- 
tion, backed by facts and logical reason- 
ing, ready to offer? Unless we have, 
and unless the public is convinced of 
our knowledge, sincerity and other 
qualifications, when these and other 
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problems come before our legislators 
for action the banker will again be 
conspicuous by his absence—legislation 
will again be made for him, not by 
him—and it probably will not be to 
his liking nor for the best and lasting 
interests of the public. 

The New York State Bankers As- 
sociation, in its survey of banking 
developments in that state, has blazed 
a trail which must certainly be followed 
by every state before banking can 
claim to be qualified to lead in work- 
ing out banking legislation. Recently 
the Reserve City Bankers Association, 
realizing the need for such research in 
banking, and utilizing this New York 
state work as a guide, inaugurated a 
movement for similar effort in every 
state. The Colorado Bankers Associa- 
tion has been asked to participate in 
this general movement, and I sincerely 
urge you to act upon this invitation 
with alacrity, codperation and en- 
thusiasm. The cause of banking will 
be definitely advanced by such work, 
and the results of this research will 


enable us to demonstrate to the public 
not only our sincerity of purpose and 
our desire to serve, but our knowledge 
of the problems and our qualifications 
to participate in legislation designed to 
solve those problems. 


Scope of Public Relations 


The art of public relations is con- 
cerned not only with such things as 
advertising and publicity, but even more 
with personnel, with individual and 
group contacts, even with routine cor- 
respondence and bank quarters. It is 
concerned not only with educating bank 
employes in proper customer relations, 
but in the proper personnel organiza- 
tion which will satisfy the employe and 
make him an active, enthusiastic repre- 
sentative of banking. It is interested 
not only in getting out attractive state- 
ments of condition, but in telling more 
than the law requires in those state- 
ments. It is not only interested in 
publicizing the bank’s present services, 
but is vitally interested in the installa- 
tion of new services which will enable 
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banking to more clearly and practically 
demonstrate its desire to aid the com- 
munity and the individual. It includes 
not only satisfying the bank’s own cus- 
tomers and prospective customers, but 
educating and satisfying that part of 
the public which may never become 
customers of any bank. Bank public 
relations interest extends into these and 
countless other fields. My reason for 
spending so much time upon legislation 
and government competition was be- 
cause these are not only clear examples 
of fields in which proper public rela- 
tions effort is badly needed, but they 
are subjects of vital and primary im- 
portance to banking today. Our re- 
search activity and our public relations 
policy along these lines will determine 
whether or not American banking is to 
remain in the economic picture. 

In closing, I would like to make a 
few specific suggestions: 


First: I recommend the immediate 
inauguration, in every Colorado bank, 
of a thorough study of customer rela- 
tions. I suggest that you immediately 
send for one or more copies of the 
“Constructive Customer Relations” 
course put out by the ABA, and that 
you proceed to have regular and fre- 
quent meetings of the entire personnel 
of your bank. During these meetings 
the course may be utilized as the basis 
for your work, and each employe can 
be given an opportunity to bring up 
for discussion various questions which 
he has in mind or which may have been 
asked him by customers or friends re- 
garding banking. At the same time 
these meetings will furnish a most 
logical time for the thorough explana- 
tion and discussion of matters of policy 
with which your employes must be 
familiar if they are to have the 
knowledge and morale necessary to 
represent your bank and banking as a 
whole in the proper manner. 

Second: I sincerely urge your active, 
enthusiastic support of the research 
program suggested by the Reserve City 
Bankers Association. 

Third: I earnestly suggest a discus- 
sion at this time of the nation-wide co- 
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RESOURCES 
Cash on Hand and in Banks 29,461,492.63 
U. S. Government Securities and Home Owners’ 
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operative bank educational program, 
and a determination of Colorado 
bankers’ stand on this question. Other 
states are considering it, and your 
decision as to possible participation will 
help to determine future action regard- 
ing such effort. 

Fourth: I ask you to seriously con- 
sider the state-wide codperative pro- 
gram which is described in greater 
detail in an outline to be distributed 
later. 

Lastly, I urge upon each of you a 
full realization of the need for greater 
attention to the subject of proper bank 
public relations. For the past few 
years we bankers have been held up 
to the public as outstanding examples 
of incompetency, greed, and selfishness ; 
we have been called traitors to public 
trust, money changers who should be 
driven from the temple, and enemies to 
American principles. These and the 


many other epithets hurled at bankers 
have been based upon downright lies 
and misinformation—yet bankers have 
done practically nothing to give the 
public the true side of the picture. Let 


us face the fact that America loves a 
fighter and despises and suspects the 
man or men who remain silent and in- 
active under fire. Let us tear away that 
illogical, useless veil of secrecy and 
silence. Let us come out in the open 
and make full use of every possible 
means to tell the true, the inspiring 
story of banking to the American peo- 
ple. 
—e- 


MATCHING INVESTMENTS WITH 
DEPOSITS 


PERHAPs nothing is more important in 
banking today than the thought being 
given and the discussion being devoted 
to the question of matching investment 
maturities with deposit maturities. The 
greatest change in banking in the last 
decade and a half has been the great 
increase in long-term investments which 
have not been matched with any changes 
in the character of deposits. An 
equally significant change has been the 
great increase in time deposits as 
against demand deposits. Call them 
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what you will, in many instances time 
deposits are actually demand deposits 
under our banking practice. The time 
depositor can demand his deposits im- 
mediately just as the demand depositor 
may demand his. 

Now we have the Federal Govern- 
ment fostering a policy of long-term 
loans by banks while at the same time 
fostering a panic proof demand deposit 
banking system. 

The guaranty of a panic proof bank- 
ing system will depend for its effective- 
ness on monetary management by an 
omniscient Washington Administration 
and, if that fails, on printing-press 
money, most likely the latter. 

It is a hopeful sign that bankers are 
thinking about the development of a 
system where investment maturities are 
matched by comparative deposit maturi- 
ties. If our banking system is to be 
saved, it must be rescued from the 
status of guarantying every man’s in- 
vestments. 

Remember that twenty years ago the 
Federal Reserve System was supposed 
to have banished banking panics in this 
country forever. This illusion was 
destroyed in 1931. Now we are sup- 
posed to have another impregnable 
system. But have we? No system can 
take the savings of the people and in- 
vest them in long-term assets and be 
able to repay them all on demand. It 
is time that we bankers bent our thought 
toward facing the realities of banking 
and lent our influence to the develop- 
ment of a realistic system that will treat 
the funds committed to our care for 
what they are. 

These opinions were expressed by 
Leslie G. McDouall, now past president 
of the New Jersey Bankers Association 
in his address before the recent con- 


vention. 
—@— 


THE CREATION OF CHEAP MONEY 


THE deliberate creation of cheap money 
when it is not really required is very 
much like beating a dead horse and 
expecting the animal to rise and work 
again—A. H. Gibson, in London 
Bankers Magazine. 





MY BANKER! 


Before and After the Depression 


By J. H. Sasser 
President, The Carthage Bank, Carthage, Miss. 


Before the Depression 


Y banker is my friend. I shall 

not deny him. He leadeth me 

in pleasant ways. He lendeth 
me money on my open note. I over- 
draweth my account and he com- 
plaineth not. He maketh donations to 
every worthy cause in the community. 
He feasteth upon flattery. He taketh 
a committee of the Chamber of Com- 
merce to some distant city in his car 
to bring some “new enterprise” to the 
“old home town” and payeth all ex- 
penses. He goeth to church on Sunday 
and singeth bass in the choir. He 
reacheth deep down in his pocket and 
payeth the deficit on his _pastor’s 


stipend for he knoweth that Holy Writ 


doth say: “Blessed is the cheerful 
giver.” He is a member of the town 
council and school board and giveth 
good advice to these august boards. He 
maketh no charge for his services nor 
the services of his bank. He is happy 
to carry accounts of less than fifty dol- 
lars without charge and to clear out- 
of-town items at par. Yea, my banker 
is more than a banker. He is a lawyer, 
doctor, preacher, undertaker et cetera. 
He writeth wills; ministereth unto the 
sick; comforteth the bereaved; and 
planteth the dead. On all public oc- 
casions he maketh speeches, and his 
words are words of wisdom. Though 
my finances getteth low, I shalt not 
worry, for my banker is with me and 
his money doth comfort me. Though 
my debtors do oppress and harass me 
I shall fear no evil but shall seek 
refuge in my banker. My banker shall 
be like a tree planted by the rivers of 
water, and whatsoever he doeth shall 
prosper. Surely goodness shall follow 
him alway, even unto the end of the 
Way. 


After the Depression 


Y banker is my boss. I shall 

not deny it. He driveth me in 

unpleasant ways. He lendeth 
me not money on my open note but 
requireth ample and liquid security. 
He doth not allow my account to be 
overdrawn, but chargeth me on every 
Insufficient Fund check that he re- 
turneth and also raiseth hell with me. 
He no longer feasteth upon flattery. 
He maketh donations to worthy causes 
but not so liberally as in the days of 
old. He taketh not a committee of the 
Chamber of Commerce to distant cities 
nor payeth expenses. He goeth to 
church on Sundays and taketh a back 
seat but singeth not for the depression 
hath taken all of the music out of his 
soul. He payeth his part on the pas- 
tor’s stipend but no more. He re- 
signeth from the town council and 
school board for he no longer enjoyeth 
the glory of serving on these august 
boards. He maketh a charge for his 
services and for the services of his 
bank. Whereas, my banker wast once 
a lawyer, doctor, preacher, undertaker 
et cetera, he now confineth his activities 
to the bank. If I desireth my will to 
be written, he referreth me to a lawyer; 
when I am sick, he calleth the doctor; 
when I am bereaved, he sendeth for 
the preacher; and he telleth me that 
when I die that the undertaker getteth 
the job. When my finances getteth 
low, there is real cause for worry, for 
my banker hath become hard-boiled 
and I getteth not money without good 
collateral. When my debtors do op- 
press and harass me, I am overcome 
with fear for I can no longer seek 
refuge in my banker, for I have not 
ample and liquid security. Though 
my banker did pass through evil days 
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during the depression and lost every- 
thing but his undershirt, he now pur- 
sueth more pleasant paths. Surely my 
banker hath undergone many changes 


and while yet there remaineth in him 
some human sympathy he no longer is 
led in dubious ways but maketh his 
course with caution. 


A Constructive Silver Policy 


N a radio address by Dr. Frederick 

Edward Lee, member of the 

Economists’ National Committee on 
Monetary Policy, the speaker, after 
reciting the history of the silver-buy- 
ing activities of the present Administra- 
tion, offered these suggestions: 


1. The repeal of the Thomas Amend- 
ments to the Agricultural Adjustment Act 
of May 12, 1933, which provide for the 
fixation of the weight of the gold and 
silver dollar at such amounts as the Presi- 
dent finds necessary, and for the unlimited 
coinage of gold and silver—i. e., bimetal- 
lism—at the ratio so fixed. 

2. Modification or repeal of the Presi- 
dent’s Proclamation of December 21, 1933, 
providing for the four-year purchases of 
American silver. I would advocate modi- 
fication rather than repeal, for this purchase 
plan grew out of international agreements 
reached at the London Economic Con- 
ference. Those agreements were ill-advised 
but, in principle, they should be carried 
out. But the modification should be that 
for the rest of 1936 such purchases would 
be at a price not to exceed 64% cents an 
ounce, and all such purchases in 1937 should 
be at the then prevailing market price for 
silver. 

3. The immediate repeal of the Silver 
Purchase Act of 1934, and of the Execu- 
tive Order growing out of it on August 
9, 1934, for the nationalization of silver. 

4. The restoration of a free and open 
silver market, establishing the right of the 
Government to buy or sell silver at the mar- 
ket price when it is deemed to be in the 
public interest to do so. This latter right 
might be deferred until after the comple- 
tion of our four-year domestic purchase 
plan. 

Finally, a decision should be definitely 
reached as to future monetary policy, which 
might very desirably include a_ provision 
for melting up our stock of silver dollars 
and keeping this supply of bullion for use 
in our future needs for subsidiary coinage. 
Ultimately the replacement of silver dol- 
lars and silver certificates by Federal 


Reserve notes, of one dollar and five dol- 
lar denominations, should be accomplished 
as a step in monetary reform. 


Concluding his address, Dr. Lee said: 


Thus, a constructive silver policy in- 
volves the destruction of most of our recent 
silver legislation. How long’ the taxpayers 
of the large income-tax-paying states will 
continue toallow the bulk of the corpora- 
tion and income taxes they pay into the 
Federal Government, to be diverted to sub- 
sidizing silver producers and hoarders, not 
only in our own country but in Mexico, 
Canada, China, and other countries as well, 
is a matter that they must themselves decide. 
The sooner the repeal of this silver legisla- 
tion is brought about, the better it will 
be for the budget, for our monetary system, 
and for the relief of an already tax- 
burdened people. 


Since the purchases of silver are to 
be continued until our total monetary 
stock consists of 75 per cent. gold and 
25 per cent. silver, it will be seen that 
the more gold we import the more 
silver must be bought. 


—@— 


THE BANKER’S CLAIM TO 
REMEMBRANCE 


THE banker is the servant of the Great 
Society and he is a great banker and 
will be gratefully remembered by 
posterity, as have all other great men 
in the past been remembered, not be- 
cause he amassed a great fortune for 
himself or his stockholders or a few 
of his friends, but because he makes 
his community a healthier, happier and, 
above ali at present, a more united 
community.—Christian Gans, Dean of 
Princeton University. 
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Installment Credit and the Banks 


By Joun R. WALKER 


HE cost of installment financing is 
kept within feasible bounds by the 
employment of bank credit to sup- 

plement the capital funds of merchant 
or finance company. If an installment 
credit were financed entirely with 
capital funds, even for the period of 
a year, the cost of the financing would 
approximate 10 per cent. of the 
amount financed, to enable the merchant 
or finance company to earn a normal 
return upon his or its invested capital. 
Such a cost would act as a deterrent 
to installment buying and _ would 
absorb all or nearly all of the gain 
arising from the production and sale 
of the article. From the standpoint of 
the national economy this would be a 
sterile operation. 

Sales finance companies normally 
borrow at banks an average of two 
and a half times their capital; this 


limitation upon the ratio of borrowings 
to capital being established by the 
excess collateral and the required cash 
balances which finance companies must 


maintain. The money factor in the 
average finance charge represents ap- 
proximately 60 per cent. of the total 
charge; the other 40 per cent. being 
represented by administrative costs, 
including credit investigation, collec- 
tion expenses, losses, accounting, and 
overhead. A reduction of 2 per cent. 
in the bank rate therefore makes pos- 
sible a reduction of approximately 1 
per cent. in the finance charge. 

The employment of bank credit being 
essential to the maintenance of a feasi- 
ble finance charge, it follows that the 
conditions and limitations under which 
bank credit may properly be extended 
should determine the time limit of the 
installment credit. 

In pre-depression days, bank loans 
to installment merchants and _ sales 
finance companies were made for 
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Part of a recent address to the National 
Retail Credit Association. 


maximum periods of four months. This 
sufficed to permit the extension of the 
installment credit for twelve months; 
because in a portfolio consisting of 
equal monthly amounts of twelve 
months paper, the average maturity of 
the paper is six and a half months, and 
approximately 55 per cent. of the 
portfolio liquidates itself in four months 
time. The collections on the install- 
ment paper together with the required 
cash balances would have enabled the 
merchants or finance companies to 
liquidate their bank loans in full at 
maturity. Of course, in practice they 
maintain numerous bank lines and bor- 
row successively against them, and are 
never required to liquidate their port- 
folios in full, as this would mean the 
liquidation of their businesses. 

During 1934 and 1935 the banks 
extended the limit of their bank loans 
to six months, which in turn permitted 
the extension of installment credit 
terms to eighteen months or more. 
Also the continued accumulation of 
surplus reserves and deposit balances 
by the banks opened up the commercial 
paper market to installment merchants 
and finance companies, which enabled 
them to sell maturities up to nine 
months, and this in turn permitted the 
extension of the installment credit 
period to twenty-four months. In a 
portfolio consisting entirely of twenty- 
four months paper, the average maturity 
is twelve and a half months, but 60 
per cent. of the portfolio liquidates 
itself in nine months. 

In passing it may be noted that nine 
months is the maximum period for 
which notes may be issued without the 
expense, trouble and contingent liability 
upon directors involved in qualifying 
the issue under the Securities Exchange 
Act. 

I do not know of any way in which 
bank credit can properly and safely be 
employed in financing consumer credits 
which are to liquidate over a period 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY 
e 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval, 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 


Please send me ‘on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 


longer than twenty-four months. If a 
merchant is selling installment articles 
on thirty-six months terms, and is 
financing this paper with bank credit, 
either directly or through a_ finance 
company, he is certainly gambling with 
the future, because a portfolio made up 
of such paper will not liquidate fast 
enough to meet the bank loans which 
were employed in acquiring it. Not 
only is he gambling that money rates 
will not advance but also that he will 
be able to renew his loans at maturity. 

Installment transactions running for 
three, four, or five years should, under 
any sound plan of financing be financed 
by long-term note issues, debentures, 
preferred stock or similar capital funds. 
If funds of this character are employed, 
however, the finance charge must be 
figured at a higher than normal rate; 
whereupon the cost of the credit be- 
comes uneconomic. This observation, 
of course, refers to consumer goods. 
Articles or installations used for pro- 
ductive purposes can afford to pay a 
high finance charge, reflecting the dis- 
proportionate use of capital funds in 
such long term transactions, because 
they will produce the funds to pay for 
themselves. 

But as regards consumer goods, 
which do not fructify and which in- 
volve constant operating and mainte- 
nance costs that generally offset their 
utility value, I am unable to find any 
economic justification for the ab- 
normally long credits now in vogue. 

If bank credit cannot be appropri- 
ately and safely used in such transac- 
tions by finance companies, where their 
own capital cushions the bank credit, 
even less appropriately and safely can 
bank credit be employed directly by 
the banks themselves in financing such 


transactions. 
—@©— 


AN OLD-FASHIONED DOCTRINE 


WE must learn again the old-fashioned 
doctrine of the old-fashioned bankers 
—that the wise man accumulates first 
and spends afterwards, out of what he 
has rather than out of what he hopes 
he will get in the future—Arnaud C. 
Marts. 





Prosperous Conditions in Mexico 


By Joun B. GLENN 


New York Agent, National Bank of Mexico 


HE four cardinal points of the 
“six years plan’”—education, agri- 
culture, industry, and communica- 

tions—are being put into effect to build 
up the nation and to make its 16.5 
million people potential buyers of 
vastly greater quantities of manufac- 
tured goods. 

The government has at the same time 
materially improved its own affairs. 
Strict budgeting of governmental ex- 
penses, careful systems of collection of 
taxes from all classes of taxpayers, and 
accurate accounting for receipts by 
those responsible for handling money, 
have spread this burden more equally 
over the whole people. Revenues ex- 
ceed governmental expenditures and 
Mexico has not only a balanced bud- 
get but is one of the few nations in 


the world to show a surplus, which, 
during 1935, amounted to some 32.5 
million pesos. 


Favorable Situation 


With this favorable domestic situa- 
tion, Mexican currency maintains a 
constant value and the peso is pegged 
at 3.60 to the American dollar. The 
position of the national Treasury is 
excellent. Although Mexico is on a 
managed currency basis and, con- 
sequently, there is no legal stipulation 
as to the weight of gold which must be 
given for each coin, the policy of the 
Banco de Mexico is to purchase 
practically all the gold produced in 
the country, as well as a large part of 
the silver, and maintain large reserves 
of these metals, which has placed the 
Mexican Peso in an enviably strong 
position. For some time past, foreign 
exchange has been amply available, 
primarily because the ratio of 3.60 to 


Condensed from a Recent Address Before 
the Institute of Public Affairs at the Uni- 
versity of Virginia. 


the dollar selected by the bank has 
been, in the opinion of many, lower 
than circumstances justify, and because 
of the invisible revenue derived from 
an increasing tourist trade which has 
been influenced to an exaggerated ex- 
tent by the difference in value between 
the peso and the dollar, the present 
peso having practically the same pur- 
chasing power in Mexico as it formerly 
had when Mexico was on a gold basis 
and exchange was two for one. The 
fact that the peso has been pegged to 
the dollar is particularly favorable to 
trade with the United States. 

With the improvement in Mexico’s 
domestic affairs, its government is able 
to undertake seriously the consideration 
of its foreign debt. The amount of this 
is relatively small. Mexico, the second 
largest Latin American country, has a 
foreign debt in dollars which stands 
eighth on the list of all the Latin 
American countries. President Car- 
denas has assured the people that this 
matter will be given fullest considera- 
tion and plans are now being actively 
made to that end. The internal debt 
of the country, despite recent large 
governmental expenditures for the pur- 
chase of land to be given the peons, 
for education and for carrying out a 
vast program of public works, amounts 
to only some 128 million pesos, or 
barely $2 (U. S.) per capita. 


Trade Relations 


Trade relations are maintained with 
other countries without the onerous 
regulations now so generally in force 
throughout the world respecting pay- 
ment in foreign exchange. Ample sup- 
plies of dollar credits are available to 
meet even extraordinary demands 
promptly and without complications 
from governmental restrictions. 

From this brief summary of Mexi- 
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The Independence Column, one of the monuments on the Paseo de la Reforma, 


in Mexico City. 


This is one of the most beautiful drives in any city in the 


world. 


can conditions, it will be apparent that 
the country is now in the midst of a 
period of social, economic and com- 
mercial rennaisance, based upon sound 
principles which insure its continued 
success. Among the nations of the 
world, and particularly among those 
of Latin America, Mexico stands out as 
the one nation having a balanced bud- 
get, a substantial foreign balance based 
on the excess of exports over imports, 
and a government in which its people 
have confidence. The area of the 
country is greater than the combined 
areas of Great Britian, Germany, France, 
Belgium, Denmark, Holland, Italy and 
Switzerland, and. within its boundaries 
are contained an equally varied climate 
and a far greater variety and volume 
of natural resources. With its popula- 
tion of 16.5 million people newly 
awakened to their responsibilities and 
the encouragement of a sound govern- 


ment, Mexico is rapidly taking an im- 
portant place in the family of‘nations. 


—@-- 


THE PERILS OF INFLATION 


For a nation to finance itself by infla- 
tion is like the resort of an individual 
to opium smoking. The first sensations 
are pleasant, but the more one takes, 
the more one wants. The appetite grows 
by what it feeds upon and the more one 
indulges, the weaker become his powers 
of resistance. 

For some years we have been drift- 
ing in an inflation current. There are 
rapids below us. What is to stop us 
unless the American public becomes 
thoroughly alarmed as to the dangers 
ahead and make their alarm known in 
Washington?—Professor E. W. Kem- 


merer. 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


The Shift in Bank Investment Portfolios 


EADING newspaper comment, one 

gathers the impression that great 

changes are being witnessed in 
member bank security holdings. Ac- 
cording to some financial observers, a 
general shifting from short-term into 
long-term Treasury issues is taking 
place in bank bond portfolios. 

Such a policy on the part of our 
commercial banks would represent a 
marked departure from the ideas ex- 
pressed and principles pursued during 
1935. The survey of “Bank Bond 
Policy,” presented in the May issue of 
THE BANKERS MAGAZINE, indicated that 
banking institutions were by no means 
confident that long-term high grade 
bond prices would remain stable at 
present peak levels; that portfolio 
managers preferred to invest, for the 
most part, in short maturities. 

It is true that some institutions are 
now regarding long-term Treasury is- 
sues more favorably. Nevertheless, 
evidence is lacking that a sharp change 
in member bank portfolio practice is 
being inaugurated; little basis exists 


for generalizing in the present instance 
and accurate determination of the 
policy now being pursued by the bank- 
ing community must await official 
publication of detailed banking statis- 
tics later in the year. 

In fact, examination of the latest 
member bank call report shows that 
little change in policy occurred during 
the first two months of 1936. As of 
March 4, 1936, reporting member bank 
holdings of direct U. S. Government 
obligations varied but little from those 
reported at the 1935 year-end. A com- 
parison is presented in the accompany- 
ing table. 

It is apparent, therefore, that if any 
changes in investment tastes have oc- 
curred, they have taken place within 
the past few months. Some indication 
of a turn in tendency may be gathered 
from the following facts. The March 
quarterly financing of the Treasury, 
for the first time since the beginning 
of the depression, showed a_ heavier 
oversubscription for bonds than notes. 
A highly successful flotation of long- 
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term obligations was also witnessed in 
the June financing operations. Of 
course, this probably also reflected re- 
newed demand by savings banks and 
insurance companies which, as long- 
term investors, are finding it difficult 
to place funds properly and profitably. 

It is likely that tabulation of mid- 
year banking reports will reveal rel- 
atively greater expansion in U. S. 
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Government bond holdings than note 
investments. The desire for larger 
income has undoubtedly been partly 
responsible for this variation in de- 
mand. 

Nevertheless, it would not be correct 
to conclude that bank officials have 
abruptly reversed their cautious stand 
and are heavily acquiring long-term in- 
vestments. 


Interest Rates and Bond Prices 


HE future of the rate of interest is 
no longer a purely academic con- 
troversy, the topic has assumed 

great practical importance. The key 


to the trend of the high-grade bond 


market lies in the movement of interest 
rates; therefore, there is little cause 
for wonder that credit factors are today 
receiving unusual attention. An ac- 
curate forecast of the money market 
would afford sufficient basis for pre- 
dicting the course of bond prices. 

During the past few months, both 
money rates and bond prices have 
been thoroughly and widely discussed. 
Nevertheless, there seems to be a wide 
difference of opinion as to just how 
rates and prices will fluctuate during 
the next three or four years. This dis- 
agreement largely arises from the diffi- 
culty encountered in gauging the 
strength of many conflicting financial 
forces. The picture is not a simple 
one, it is complicated in the extreme. 
Among the many factors to be con- 
sidered are Treasury monetary policy, 
huge Government deficits with con- 
sequent heavy drains on the capital 
market, unprecedented gold reserves, as 
well as the uncertainties created by 
newly enacted legislation. 

Only recently, the American Statis- 
tical Association conducted a symposium 


on this subject. Four distinguished 
financial observers participated and ex- 
pounded their views in detail; however, 
the conclusions reached varied in both 
result and degree. Unanimity of 
opinion was conspicuously absent. 

Alan M. Pope, former president of 
the Investment Bankers Association, 
inferred that if interest rates were to 
change, the next movement might be 
upward in_ direction; government 
policy, he reasoned, would likely be 
the determining factor. The views of 
Leland Rex Robinson, consulting 
economist, were in substantial agree- 
ment with those of Mr. Pope, although 
slightly different reasoning was em- 
ployed. In stating that the present 
“hardly seems the time to pay high 
premiums on bonds,” he predicated his 
conclusion on the long-term relation- 
ship between interest rates and com- 
modity prices and the expectation of a 
cyclical upswing in the latter. 

On the other hand, Benjamin Haggot 
Beckhart, professor of economics at 
Columbia University and well known 
monetary expert, was of the belief that 
present low rates would continue. Pro- 
fessor Beckhart declared that “In 
weighing the various factors that tend 
toward an increase and toward a de- 
crease in member bank reserves and in 
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giving consideration to the various im- 
ponderables in the situation, the 
chances are that not only will excess 
reserves not be greatly reduced but that 
they may actually be increased. In so 
far as money market rates of interest 
are a function of excess reserves they 
will remain low.” 

Lionel D. Edie, an economist of note, 
was the concluding speaker at this 
gathering. Dr Edie was quite emphatic 
in his opinion that “The high-grade 
bond market is inflated and inflated 
relatively more than the stock market 
was in 1929 and it is just as vulnerable 
to a very sharp move the other way for 
similar reasons. The bond market has 
been over-expanded and overstimulated 


The Economic Policy Commission of 


the American Bankers Association, 
under the able guidance of Colonel 
Leonard P. Ayres, has also made a 
survey of the money problem. This 
study, “The Probable Duration of this 
Low Interest Rate Period,” concluded 
that “Even with continued business 
recovery, and good progress toward 


New York City 


budget balancing, and the refunding of 
most of the short-term Federal debt, 
the levels of bank interest rates may 
be expected to continue at low levels 
intermediate between those now pre- 
vailing and those we formerly con- 
sidered as normal, unless Federal 
action is taken to reduce excess re- 
serves, or unless prices in general rise 
far above present levels, and above 
those that prevailed in the years just 
before the depression.” 

Further confusion obscuring the in- 
vestment problem accrues as the result 
of the passage of the Social Security 
Act. In this connection, the views of 
Donald M. Marvin, economist of the 
Royal Bank of Canada, are worth re- 
peating. 

According to Dr. Marvin, “The total 
collections under the act are expected 
to amount to more than $8,000,000,000 
by the end of 1942, the year in which 
the first payments are to be made. While 
we can venture no opinion as to the 
possible deficits which may be incurred 
by the Federal Government in that in- 
terval, it is conceivable that the Gov- 
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ernment debt in the hands of the public 
will have begun to shrink before 1942. 
I would call your attention then to the 
problem presented by this new incre- 
ment of demand for Government 
securities upon the prices of those 
securities in the next few years. 

“Under the authority of the present 
act the funds thus collected cannot be 
invested otherwise than in United States 
Government securities and the yield so 
obtained is not to be less than 3 per cent. 
With the existing low yields in the 
short-term market it seems obvious that 
these purchases can have no effect upon 
the price of short-term securities. With 
the law demanding that the securities 
held under this act shall pay a minimum 
of 3 per cent., it follows that the 
Government will probably refund 
maturing issues by delivering them to 
the Social Security Board. 

“With a steadily increasing volume 
of savings seeking advantageous out- 
lets and, with the supply of highest 
grade bonds thus curtailed, a new 
relationship between demand and sup- 
ply must be discounted before the old 


theories as to long-term cycles of in- 
terest rates can be considered ap- 


plicable. For the banks and the in- 
surance and trust companies, any great 
disappearance of Government securi- 
ties would mean a major change in 
portfolio. If the supply of such securi- 
ties is substantially curtailed, this of 
itself will produce drastic changes in 
financial practice. .. . 


“Passing over from the immediate 
effects of these forced savings to the 
general situation of supply and demand 
for high-grade securities, it becomes 
evident that for the time being the im- 
mediate and potential supply of credit 
is far larger than supply of securities 
readily available.” 

When keen students of finance are 
at odds regarding the future of interest 
rates, portfolio managers can hardly 
be criticised for exercising extreme 
caution in the selection of investment 
maturities. Even though bond prices 
may remain at a high plateau level for 
some time, it appears unlikely that we 
will experience a resumption of the 


sharp advance witnessed during the 
past two years. 


Om 
THE WORLD’S GREATEST BANKER 


By taking over many of the normal 
credit functions of banks the United 
States Government has become the 
world’s greatest banker. Its Reconstruc- 
tion Finance Corporation has $2,205,- 
000,000 in loans and investments. Com- 
modity Credit Corporation’s assets 
equal $311,000,000. The Home Owners’ 
Loan Corporation has made $2,952,- 
000,000 in advances and_ smaller 
agencies add many more millions. 

Should this trend continue, it will 
have far-reaching effects on every man, 
woman and child in this country. The 
cheap money policy sired by dollar 
devalution and born of Government 
financing has created a plethora of 
credit, which, though sterilized at this 
moment, has in it the seeds of a credit 
inflation which will make the 1926- 
1929 period seem mild in comparison. 
We are told that politicians can control 
credit and prevent its excessive use—as 
witness the short-lived Warren com- 
modity dollar. Human nature being 
what it is and_ politicians being 
politicians, there is no precedent for 
believing they can manipulate credit 
any better than the banking fraternity. 

That pump priming has failed to date 
is self-evident in the failure of bank 
loans to expand in the last four recovery 
years. Whether a solution is to be 
found ultimately in tapering off of 
Government ‘expenditures and whether 
this would encourage private borrow- 
ing with maintenance of recovery 
progress, remains to be seen. At all 
events the end of Government borrow- 
ing is not yet in sight—Poor’s Bond 
Advisory Service. 


—@©— 
THE WAY TO PLENTY 


THE economy of plenty, if it comes, 
will come through trade, not through 
restrictions of trade——Dr. James 
Smith, 
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FINANCIAL SITUATION ABROAD 
A Monthly Survey 
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The General Situation 


AN agreement between Germany and 

Austria, recently effected, serves to 
mitigate, at least for the present, differ- 
ences between the two countries of long 
standing. Although the arrangement 
is not viewed with entire satisfaction 
in certain European quarters, it is 
generally regarded as calculated to 
have a soothing influence on the polit- 
ical relations between the two countries 
most immediately concerned, and thus 
to relieve the tension heretofore pre- 
vailing. 

Serious and continued disorders in 
France have brought to light the severe 
nature of the difficulties which the new 
government is facing, and it is not yet 
clear whether the efforts to meet them 
will succeed or fail. 

Spain for weeks has been in the throes 
of a violent revolution. 


Great Britain 


THE expectation of firmer money rates 
in London, referred to in these pages 
last month, is now less in evidence than 
at that time. To counteract the rising 
tendency of the rate, the Bank of Eng- 
land has lately made large purchases 
of gold, with a view to adding to its 
note circulation, which had _ been 
practically curtailed by hoarding, 


chiefly on foreign account. Open mar- 
ket operations by the Bank of England 
are also being employed as a means 
of continuing the era of “cheap money.” 

From an article by Colin Clark, 
M. A., in Jndustrial Britain for June, it 
is learned that the national income of 
Great Britain for 1935 reached a higher 
level than in 1929, which was the 
highest of all years previously recorded, 
although the actual gain was only 
slightly more than 1 per cent. The 
amount of the national income in 1935 
was: Net national income (private and 
government), £4,446 million; net pri- 
vate income, £3,842 million. 

New capital issues in the United 
Kingdom, as compiled by the Midland 
Bank Limited, were £18,411,000 for 
the month of June, compared with 
£20,610,000 for June, 1935. For the 
six months ending June 30, 1936, the 
issues amounted to £108,984,000, com- 
pared with £86,045,000 for the same 
period last year. Foreign loans in the 
first six months of 1936 were of a 
total of £773,000, compared with 
£2,377,000 for the like period in 1935. 

Viewing production as one of the 
most convincing evidences of prosperity, 
it may be fairly said that the British 
Isles are in a prosperous condition. 
Commenting on the Board of Trade’s 
index of production for the first three 
months of 1936, Barclays Bank Limited 
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UR close contact with the commercial activities with seven 
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COLLECTION SERVICE IN ECUADOR 


For American Bankers 


and under American Standards. 


LA PREVISORA NATIONAL BANK OF CREDIT 


Head Office: GUAYAQUIL 


Main Branch: QUITO 


33 other Branches and Collecting Agents in the Country. 


Our Foreign Department not only undertakes actual collection 
of drafts but renders a complete service through its exhaustive 
Credit Reports and Quarterly Business Survey, mailed free of 


charge to our patrons abroad. 
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Monthly Review says that these statistics 
reveal a striking increase over the fig- 
ures for the same period in 1935 and 
represent, both for manufacturing in- 
dustry alone and for the total of all 
groups, the greatest volume of produc- 
tion in any quarter for which informa- 
tion is available. Further satisfaction is 
found in the statistics of the employed, 
showing marked gains, and in the re- 
ports of the unemployed, showing a 
decline. 

Trade returns, as reported by the 
Westminster Bank Review, are showing 
a greater increase. in imports than in 
exports. 

Reviewing the banking trend at the 
end of the half-year, “The Statist” of 
July 4 observes: 


“Superficially, the most noteworthy 
and comforting feature about the other 
categories of assets has been the growth 
in advances. For the first five months 
of this year the average total of ad- 
vances was £818 million, compared with 
£764 million in the corresponding 
period of 1935. Since January of this 
year to May the average figure rose by 
£51 million. During the first quarter, 
when nearly three-quarters of the in- 
crease occurred, it seemed as though a 
thorough-going upward movement in 
advances might develop, based on rising 
commodity prices. A higher level of 
wholesale prices would be the most ef- 
fective factor increasing the require- 
ments of merchants and others for 
short-term credits. In the event, how- 
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ever, the recent trend of prices has been 
downwards and there is no immediate 
prospect of any appreciable rise. Closer 
consideration does not suggest the banks 
can look to expanding advances as a 
major source of increased profits. A 
fairly substantial part of the enlarge- 
ment in bank advances was in fact due 
to participation in the French credit 
granted during March and April of this 
year. The remaining part is hardly in- 
dicative of a large increase in the short- 
term credit requirements of industry 
and trade. This does not mean of course 
that the rising tempo of industrial ac- 
tivity will not continue. It implies 
rather that during the past two years or 
so we have been passing through a 
period when long-term changes have 
been made, not only on the side of the 
banking system itself, but also on the 
side of industry in its financial arrange- 
ments. There is, absolutely and rela- 
tively speaking, a reduced demand for 
banking credits. With advancing dis- 
tributive and manufacturing technique, 
merchants and producers have needed 
to hold smaller quantities of stocks, 
and the financing of stocks accounts for 
a large part of total credit requirements. 
Moreover, the movement towards finan- 
cial rationalization has made a given 
volume of monetary resources suffice 
for a larger volume of business opera- 
tions than previously and at the same 
time firms have supplied their own 
monetary requirements, to an ever-In- 
creasing extent, out of cash balance. The 
conservative dividend policy which has 
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description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
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been adopted, especially in 1935 and 
1936 to date, taken in conjunction with 
the higher level of business profits, 
shows that internal financing must have 
been taking place on a large scale and 
to the detriment of the banks’ classical 
function as the primary suppliers of 
short-term credit. Further, this process 
has been intensified by sales of long- 
term investments by businesses which 
have absorbed the funds so obtained in 
financing themselves, the investments 
ultimately finding their way in large 
measure to the banks. At the same 
time there has been a trend away from 
short-term financing and towards long- 
term capital issues—a trend which has 
recently been especially marked in the 
case of municipal authorities, whose 
short-term loans, consisting in part of 
bank credits, have been paid off out of 
the proceeds of new issues of securities, 
which the banks themselves have helped 
to absorb. It would be unwise not te 
attach a great deal of significance to 
these various factors. They confirm 
that the metamorphosis of the banks is 
no temporary affair, but is the reflex 
of lasting changes. They imply that, 
failing a marked rise in commodity 
prices, there is no likelihood of a major 
movement towards the ratio which ad- 


vances bore to total deposits in pre- 
1931 days.” 


France 


Conpitions of semi-panic, which pre- 
Vailed for some weeks after the change 
brought about by the recent election, 


Inquiries and correspondence invited. 


appear measurably to have subsided; 
the gold outflow has been checked, and 
prices on the Bourse have rallied. 
This improvement has resulted, in part, 
from the declaration of the Finance 
Minister to the effect that France would 
employ no extreme measures in an at- 
tempt to achieve recovery. Primarily, 
the difficulties France is experiencing 
are economic in character, and the 
political unrest is merely a reflection of 
these difficulties. 

Steel production in France for May 
was the greatest in any month of the 
last six years, and this gain was by 
no means due to the armament demand. 


Germany 


On June 22 a new loan of seven 
hundred million marks of Treasury 
bonds was announced, the issue to bear 
a rate of 4$ per cent. and to be re- 


deemable in twelve years. Of this 
amount 200 million was immediately 
subscribed, and the additional 500 mil- 
lion offered at 98%. 

A law has just been passed stipula- 
ing that bonds issued by Germans 
abroad in foreign currency are, in case 
of devaluation of that currency, pay- 
able at the new parity, even though the 
bonds may contain a gold clause. 

In an effort to bring down interest 
rates on outstanding obligations, a law 
was passed on June 26 providing for 
a reduction of rates by decree of the 
courts on application of the debtor, in 
cases where direct negotiations or court 
mediation had failed. 
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Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. 


First established 
private bank in 
Norway 


Telegraphic address: 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


Netherlands 


HERE are two extracts from the 
Monthly Review of Rotterdamsche Bank- 
vereeniging that are specially interest- 
ing, the first showing the tenacity with 
which the Dutch stick to the gold 
standard, and the second indicating a 
new practice in financing American 
cotton exports. 


“It can be stated that the public in 
general are not participating in the up- 
ward movement of the devaluated cur- 
rencies, the manner in which the Dutch 
guilder has been defended on former 
occasions having no doubt left a last- 
ing impression. This, coupled with 
the conviction that this country has 
already made much progress in adapt- 
ing herself to the altered state of world 
commerce, will no doubt account for 
the calm attitude adopted by the public 
here in recent weeks, this attitude being 
all the more accentuated by the fact 
that neither a considerable rise in 
shares nor a big drop in fixed interest 
stock could be ascertained. Consider- 
ing that the Netherlands have not 
hesitated to make many a sacrifice in 
the last four and a half years to main- 
tain the unchanged gold standard, it 
may be safely assumed that this 
country will do everything she pos- 
sibly can to prove to the world that, in 
spite of difficult economic conditions, 
she has no intention of making any 
compromise as to her currency policy.” 

“A comparative novelty on the Ams- 
terdam . discount market are guilder 
bills for the financing of American cot- 
ton exports. Some American exporters 
of cotton have adopted the method of 
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having their shipments to England 
financed by the guilder credits and not, 
as it was customary before, by Pound 
credits. 

“It was only a question of small sums 
in the beginning, but they gradually 
increased, and it is quite likely that 
the amount of the credits now running 
is somewhere between 15 and 20 mil- 
lion guilders. The bills which, on the 
strength of those credits, are drawn on 
Dutch banks, are eligible for re-discount 
with the Netherlands Bank, which has 
probably fixed a maximum amount for 
such transactions. Taking into account 
the spot and forward rates of guilders 
and sterling, American exporters can 
cheaply finance these cotton shipments.” 


Sweden 


AccorDING to the Index, issued by 


Svenska Handelsbanken, Sweden is 
enjoying prosperous. times. Industry 
is, generally speaking, well occupied 
and contracts are mostly for long-term 
delivery. The previous high level of 
prosperity, though temporarily weak- 
ened at the turn of the year, has been 
more than well maintained. Improve- 
ments as regards both export quantities 
and price level are being recorded in 
many important spheres of industry. 
The textile industry, which was labor- 
ing under difficulties up to the autumn 
of 1935, has since been able to partici- 
pate in the general revival. The pro- 
duction of electric power continues to 
increase. Bankruptcies and the number 
of protested bills are now only about 
half the corresponding figures three 
years ago. 





INTERNATIONAL BANKING NOTES 


Banco pt Roma. As a result of the 
earnings for the last year this institu- 
tion has added 1,000,000,000 lire to 
the ordinary reserve, increasing that 
item to lire 24,977,184.40, which is in 
addition to the extraordinary reserve, 
which amounts to lire 18,303,655.75. 
Taking into account the profit brought 
forward from 1935, amounting to lire 
3,027,457.47, the year 1936 started 
with total surplus profits of lire 7,038,- 
021.17. 


AncLo - SouTH AMERICAN BANK 
LimiTep. It is announced that this in- 
stitution, which has a number of foreign 
branches, has made arrangements for 
its acquisition by the Bank of London 
and South America. 


Den DANSKE LANDMANDSBANK. This 
bank has issued a handsome booklet 
setting forth in detail the varied at- 
tractions of the city of Copenhagen, 
where the bank is located. 


WESTMINISTER BANK LIMITED. The 
directors have declared ‘an_ interim 
dividend of 9 per cent. for the half- 
year ended June 30 on the £4 share, 
and the maximum dividend of 6} per 
cent. on the £1 shares for the same 


income 


period. The dividends (less 
tax) were payable August 1. 


Mip.anp Bank LIMITED. Directors an- 
nounced on July 3 an interim dividend 
for the half-year ended June 30 at the 
rate of 16 per cent. per annum, less 
income tax. This rate was the same 
as last year. 


Wituiams Deacon’s Bank Limitep. 
An interim dividend for the half year 
ended June 30 at the rate of 12$ per 
annum (less income tax) upon the “A” 
shares and upon the “B” shares, has 
been declared. 


—@— 


LeacGueE oF Nations. The Economic 
Intelligence Service of the League of 
Nations in Geneva has published a 
portfolio entitled “Public Finance, 
1928-1935,” containing reports from 15 
different countries with figures show- 
ing the summarized state accounts, the 
Treasury position, the different cate- 
gories of receipts and expenditures, the 
situation of the public debt and, where 
possible, state assets and_ liabilities. 
This volume should be of great value 
to those concerned with international 
finance, 


4 
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BANKING AT SEA 


Branch of the Midland Bank, Limited, on board the Queen Mary. 
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for the Banker 
who wants Information 
on CANADA... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 
obtaining data on all phases of Canadian business life. 
Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


NEW YORK: 64 Wall St. — CHICAGO: 27 South La Salle Sr. 
SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current Conditions “ Canada 


CCORDING to the July 23 Letter 
of the Bank of Montreal “most 
lines of general business activity 

show considerable improvement over 
the level obtaining at mid-summer in 
1935 and there is no indication of any 


recession in the business recovery 
which has been going on with slight 
interruptions since the beginning of 
the year. Moreover, weather condi- 
tions have tended to stimulate the in- 
flux of American tourists, which is now 
an important factor each summer in 
the national economy. An _ accepted 
index of the volume of tourist trade is 
the number of automobiles entering 
Canada and, while the June data are 
not yet available, the returns for April 
and May show that in these two months 
there came into Canada from the 
United States 522,049 automobiles, as 
compared with 472,781 in the cor- 
responding period of 1935. The best 
stimulant of tourist business is the 
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motorist who enters under a 60-day 
permit and the number of these in 
April and May was nearly one-third 
higher than in 1935, while preliminary 
reports of June entries indicate that an 
even larger gain has occurred in that 
month.” 


The Drought in Canada 


While the drought that recently 
visited several parts of the United 
States has not left Canadian crops al- 
together unharmed, the damage in the 
Dominion has been much less severe 
than in the United States. The grains, 
though somewhat deficient in quantity, 
it is said will be generally of improved 
quality, and even the lessened produc- 
tion is compensated for to a consider- 
able extent by the rise in prices of 
farm products. 

An advance in construction, favorable 
trade conditions, and an increase in 
tourist travel—the latter now an im- 
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language y PERSONAL 
BERLITZ INSTRUCTION 


You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent speech 
and authentic native accent in French, 
Spanish, German, Italian, Russian, or 
whatever language you choose. 

Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 
FREE BOOKLET and arrange for your 


FREE TRIAL LESSON 


SCHOOL OF 
BERLITZ tnausces 
30 West 34th Street, New York PEnn 6-1188 


Brooxtywn......1 De Kalb one. Triangle 5-2123 
BALTIMORE... "N. Charles St. 
Boston 35 40 Newbury St. 
CHICAGO... ..30 — bg pos og Ave. 
1449 Leader Bldg. 
820 David Whitney Bldg. 
Elrae Bldg., 226 S. 15th St. 
1115 Connecticut Ave. 
Prado 62, altos 

and in every leading city of the world 


“Language Teachers of the 
World for Fifty-six Years’”’ 


portant item in the income of the 
Dominion, warrant the statement that 
Canada is now prospering and that the 
outlook for the future is decidedly of 
a promising character. 

Looking at construction, the Royal 
Bank of Canada finds special satisfac- 
tion in the fact that, although the total 
of building contracts for the first five 
months of 1936 is slightly below the 
figures for the same period last year, 
“private building amounted to about 
$20,000,000 of the total of $57,073,000 
in the first five months of 1935, it has 
amounted to $46,000,000 out of $56,- 
905,000 in 1936.” 


* * * 


Noting some slackening, of a sea- 


sonal character, in industry, the 
Monthly Commercial Letter of the 
Canadian Bank of Commerce, sees an 
offset in improved construction and 
tourist trade. It notes increased 
activities in the heavy industries and 
improved construction. Referring to 
the country’s foreign trade for the first 
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five months of 1936, it is said that ex- 
ports valued at over 340 million dol- 
lars were 18 per cent. higher than in 
the January-May period of last year. 
The expansion was not confined to one 
direction, as substantial increases were 
shown in exports to other Empire 
countries, as well as to several parts 
of Continental Europe, while those to 
the United States rose by 21 per cent. 
Imports for the five months ending 
May, valued at 236 million dollars, in- 
creased by about 11 per cent. over the 
corresponding period of 1935. Thus, 
the favorable visible balance rose this 
year to 104 million dollars from 75 
millions. 

Crop conditions, though below nor- 
mal in several districts, are more uni- 
form than a year ago. As a result of 
good rains early in June, the outlook 
became particularly good, though this 
favorable view was lessened consider- 
ably by the drought which prevailed 
over several areas. 


* * Eo 


Other indications of increasing pros- 
perity are found in the fact that new 
Canadian bond offerings in the first 
half of 1936 aggregated $499,505,999, 
which amount was far in excess of the 
like period in the past three years, and 
compares with $194,872,881 for the 
first half of 1935. 

Another significant item relates to 
the gain in Ontario gold production, 
the output for the first six months of 
1936 being valued at $38,969,657, 
compared with $35,258,188 for the first 
half of 1935. 

~@)- 


A BANKER-POET’S LONGING 


Mine be a cot beside the hill; 
A bee-hive’s hum shall soothe my 
ear; 
A willowy brook that turns a mill 
With many a fall shall linger near. 


The swallow oft beneath my thatch 
Shall twitter from her clay-built nest; 
Oft shall the pilgrim lift the latch 
And share my meal, a welcome guest. 
—Samuel Rogers, English poet and 
banker (1763-1855). 





ADVERTISING AND PUBLIC RELATIONS 
Edited by Malcolm Davis 


Monetary Misconceptions 


By F. C. Biccar 
Secretary of the Canadian Bank of Commerce 


HERE are, it seems to me, quite a 
number of people in Canada who 
lay upon the bankers alone the 

responsibility for the depression and 
its calamitous results. 

But are the banks and bankers guilty, 
as these critics ask you to believe? I 
would remind you that the policies and 
practices of my profession have been 
subjected twice within the last three 
years to a most searching examination, 
first by the MacMillan Commission 
and then by the House of Commons 
Committee on Banking. 

Canadian bankers emerged from 
those tests with considerable credit. In 
line with the evolution of banking 
theory in other parts of the world the 
Bank of Canada was established and 
arrangements were made to. con- 
centrate gradually in its hands the 
right of note issue. Apart from this 
step only minor changes were found 
to be necessary or desirable in our 
banking system and legislation. 

To unbiased people that should, I 
think, have given the bankers a fairly 
clean sheet, but it has not silenced 
the critics I have mentioned. They 
say, for instance, that the reason for 
the stagnation in business is that the 
banks will not lend money sufficiently 
freely to start things going. Does 
such an accusation make sense? Since 
the banks get from loans nearly twice 
as much income as they do on the 
average from an equal investment in 
bonds, is it not obvious that banks will 
lend as freely as they dare? I venture 
to say that every General Manager in 
Canada would be almost as delighted 
if the total of his loans were doubled 
as he would be to win the Irish Sweep. 

A bank cannot, of course, force a 
loan on a customer who does not want 
to borrow, and no one will borrow 
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unless he believes he can make a 
profit by using the money lent to him. 
Those are the principal reasons why 
loan totals have shrunk to the present 
figure. 

When, however, borrowers do seek 
advances three conditions are essential 


A RR EIS NET A TT OT BETO SS MBER RSNA NRE 


In some circles the cry is that 
the bankers caused the depression 
—that they are prolonging it in- 
tentionally—that the banks should 
be owned by the Government. 
This is true in Canada as well as 
the United States. Here is a con- 
densation of a talk given by an 
eminent Canadian banker that 
might well furnish us some an- 
swers to our own problems. This 
talk by Mr. Biggar before the 
Rotary Club of Montreal was 
broadcast over the air and de- 
serves still further dissemination. 
—EpirTor. 


to permit free lending by the banks. 
The borrower must be honest, his 
venture must have a fair chance of 
success, and he must own liquid assets 
which offer some measure of protection 
to the bank should the borrower's 
plans go awry. 

Are those conditions unreasonable? 
Any of you who sell goods on time 
know that you could at least double 
your sales if you dismissed as unim- 
portant the question of the buyer's 
desire and ability to pay his debt in 
due course. You know, too, however, 
that if you were so reckless your losses 
and your frozen accounts would not 
merely be doubled, but would be 


multiplied ten, twenty or thirty times 
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over, and you would be headed for 
bankruptcy. 

Banking in that respect differs in no 
way from trade and, since it requires 
only $6000 in bad loans, which must 
be written off, to swallow up the gross 
profit derived for a whole year from 
$100,000 in good loans, it is obvious 
that any relaxation of care in lending 
would soon prove fatal even to the 
strongest bank. 


Credit-from-Thin-Air Theory 


Perhaps you are a convert to the 
doctrine that bankers manufacture 
money out ‘of thin air with their 
fountain pens. Were that theory true 
banks need never fail, despite bad 
debts and frozen assets, for they would 
create at will all the money they 
needed at any time to meet depositors’ 
claims. Yet banks do fail. 

Canadians, through lack of experi- 
ence, do not fully appreciate the cost 
to the community of bad banking for 
only one bank has failed in this 
country since 1920. Our neighbors to 
the south—where bank money is 
brought into existence in exactly the 
same way as it is in Canada—have 
not, however, been as lucky as we. 

Shareholders and depositors, how- 
ever, are not the only losers, for the 
liquidator of a failed bank is forced 
in order to meet depositors’ claims, to 
demand prompt repayment at maturity 
of all the bank’s outstanding loans. 
The borrower must meet that demand 
whatever the hardship or loss it entails 
to him, to those he employs and to 
those with whom he has been trading. 


Losses from Lending Inevitable 


I am not claiming for a moment that 
Canadian bankers make no bad loans. 
There are over thirty-four hundred 
branch managers in Canada to whom 
applications for loans are made every 


day. They, as individuals, decide— 
without reference to their Head Offices 
—the merits of about 80 per cent. of 
these applications. Naturally, mana- 
gers are not all equal in skill and in- 
telligence, so occasionally, through an 
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error in judgment, an advance, which 
might safely be made, is refused. That 
occurs, however, much more rarely 
than the granting of loans which in- 
volve the bank in a loss. 

Each year part of the earnings of 
every bank must be set aside for write- 
offs because no banker worth his salt 
can entirely escape loans which turn 
out badly. If he never loses money he 
must be lending only where there is 
no risk whatsoever. He is, therefore, 
contributing little to the welfare, the 
productive output and the wealth of 
his community and is besides missing 
a lot of good and profitable business. 
His earnings in consequence will be 
negligible. 

If, on the other hand, in striving to 
make big profits he tends always to 
underestimate the normal hazards of 
lending, all his earnings, and probably 
more than all, will be absorbed in 
writing off losses. 

Those contrasting dangers are the 
Scylla and Charybdis between which a 
good banker must learn to steer. To 
the extent that he succeeds in choosing 
a middle course I maintain he is 
serving to the fullest possible extent 
the true interests of the whole com- 
munity, as well as those of his bank, 
for he is then granting to borrowers 
the maximum accommodation which he 
can give without endangering the 
safety of his depositors. 


Bank Nationalization 


Some people urge that the chartered 
banks should be nationalized and that 
all banking operations should be a 
Government monopoly. They seem to 
think that if the Government under- 
took the job of making commercial 
loans it could afford, in judging the 
claims of borrowers for credit, to be 
much more lenient than we private 
bankers can dare to be. They believe 
also that this greater freedom in lend- 
ing would cure the shortage of money, 
from which they claim Canada is suf- 
fering today. We might examine these 
claims and beliefs and see whether 
they are based on realities. 

I would remind you first that whether 
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the banking business is under Govern- 
ment or private administration loans 
which borrowers can’t or won’t repay 
mean losses which must be covered by 
someone else. Loans, which are a 
bank’s assets, create deposits, which 
are its liabilities, and if at any time 
its liabilities exceed the realizable 
value of its assets the bank is no longer 
solvent. 


Secondly, frozen loans are useless as 
a means of meeting depositors’ demands 
for cash. Assuming that the banks 
were nationalized, unless the Govern- 
ment followed sound banking practice 
a time would come when the depositors 
could not get their money when they 
wanted it, and either they or the tax- 
payers would have to take a loss. I 
think you will agree that there is no 
good reason why either depositors or 
taxpayers should be asked to pay for 
a Government’s mistaken altruism in 
lending carelessly. 


Perhaps you may think that the 
Federal Government, if as a banker it 
should find itself in need of cash to 
meet depositors’ demands, could float 
a bond issue. Apart from the unnec- 
essary cost to the taxpayers of making 
an issue for such a purpose its success- 
ful flotation is by no means a certainty. 
Two of our provincial governments 
which entered the banking field be- 
lieved that they were keeping their 
assets sufficiently liquid when they in- 
vested their depositors’ money in bonds 
of their own provinces. They relied on 
selling these bonds should their small 
cash reserves become exhausted. When 
the pinch came, however, they found 
that their reliance was misplaced, and 
that their assets were frozen, for no 
one was then willing to buy their 
bonds. In one case depositors suf- 
fered no inconvenience because the 
chartered banks took over the liability, 
but in the other the depositors are still 
unable to cash their savings certificates. 
It is conceivable that rash lending on 
a large scale by a nationalized. bank 
might lead the Federal Government 
into a. like crisis. 

You may say that as the Government, 


through the Bank of Canada, has the 
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power of note issue, it could extricate 
itself from such a predicament by is- 
suing printing press money. Though 
some optimists advocate new note is- 
sues as a cure for the depression none, 
so far as I am aware, has recommended 
that dangerous expedient merely as a 
way of escaping the logical results of 
administrative mismanagement. More- 
over, were liabilities met with new 
note issues the public would pay the 
price. 

We might glance at the justification 
for the claim that what we need in 
Canada is more money, and that it is 
the lack of circulating medium which 
handicaps recovery. Actually, though 
money is badly distributed and is cir- 
culating very slowly, there is no 
shortage in the total supply. 

Consider the facts. Interest rates 
are lower than at any time within 
thirty years. That is a pretty effective 
test that money supplies are ample, but 
bank figures give a further confirma- 
tion, for total bank deposits in Canada 
are now 144 million dollars higher 
than the average of 1927, a year of 
great and increasing business activity. 

I believe, moreover, that we are 
blinding ourselves to realities when we 
conclude that variations in the supply 
of money are the principal cause of 
our distress and that to restore pros- 
perity it is therefore necessary to 
manipulate money in some way. 


The Source of Purchasing Power 


Strip the problem to its essentials 
and I think you will agree that man’s 
purchasing power is measured by the 
value or price he is willing to accept 
for his goods or services in its relation- 
ship to the value at which others will 
part with the goods or services he 
needs, 

It is true these values are measured 
in terms of and are paid for in money, 
but that is incidental. It is not the 
money supply but the achievement of 
a reasonable balance in the output and 
value of each type of goods and 
service as compared with the output 
and value of all other types which 
creates trade in the greatest possible 
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volume, and thus raises the purchas- 
ing power of all individuals to its 
maximum. 

I do not ask you to accept this state- 
ment blindly. It will stand up under 
analysis. You know, for example, 
that when through lack of demand the 
price of some commodity falls sub- 
stantially below the general level of 
other prices the purchasing power of 
those who produce that commodity is 
bound to shrink. Since they get less 
money for what they have for sale, it 
is obvious that they will have less to 
spend on what they want to buy. Is 
it not, therefore, clear that the change 
in comparative values has caused the 
trouble, and that the money supply is 
not at fault? 

Every producer is, of course, a con- 
sumer and because of such an upset 
in the purchasing power of one group 
of producing consumers other producers 
may find they cannot sell all their 
goods or services or else must cut their 
ptices to make a sale, and so in turn 
their purchasing power as consumers is 
also reduced. Thus the effect of one 
single price discrepancy tends to 
spread throughout the whole com- 
munity like the ripples in a pond from 
a flung stone. 

When a sharp fall in value occurs 
not a single commodity alone but al- 
most simultaneously in a number of 
different ones, while the prices of many 
other goods and services remain almost 
unchanged, the result is a major de- 
pression such as that through which 
we have been passing. 

So long as serious price disparities 
continue trade and the circulation of 
money are hampered, checked and 
strangled. The wholesale distribution 
of money which some advocate may 
temporarily ease the situation but in 
the end will greatly increase instead 
of curing our distress. 


I submit that the supply of money 
under our present system adjusts itself 
almost automatically to the volume of 
business activity, and it is the achieve- 
ment of a reasonable balance in prices 
which will not only permit, but will 
positively ensure, the maximum free- 
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dom in the exchange of goods and 
cause money to circulate throughout 
every part of the community. 


Causes of the Depression 


What are the chief causes of the 
present disastrous upset in the balance 
of prices, and of all the ills which that 
upset has brought upon us? I would 
summarize the most important as fol- 
lows: 


The immense sum borrowed from 
1914 onward, both nationally and in- 
ternationally, for the purchase of 
munitions and war material. Since 
these purchases were destroyed or con- 
sumed as soon as received the borrow- 
ing nations were left with a huge 
burden of unproductive debt for which 
they held no offsetting assets. 

The over-stimulation of production 
in the New World during the war to 
supplement the shrinking output of 
Europe where over 50 million men, 
withdrawn from their normal occupa- 
tions, were called to serve in the op- 
posing armies. When these soldiers re- 
turned to civilian life European 
production gradually recovered. In 
consequence world over-production in 
certain directions inevitably developed 
with a calamitous effect on prices. 

The post-war trade boom based in 
part on the rehabilitation of the battle 
areas but also on the undertaking else- 
where of construction and other projects 
deferred during the war. In some 
countries the work was in a large degree 
financed with the proceeds of foreign 
loans, perhaps the first of numerous 
efforts to restore normal business by 
“priming the pump.” The boom ter- 
minated abruptly when foreign lending 
stopped. 


Finally, the breakdown of  over- 
strained European currencies, the im- 
position of exchange restrictions, of 
import quotas and of rising tariff 
barriers both at old national boundaries 
and at the many new ones created by 
the Peace Treaty. The result was that 
where in the past the exchange of goods 
and services could take place with little 
let or hindrance it is now hampered 





136 


and blocked by almost insuperable 
obstacles. 

The modern monetary and economic 
systems are far too delicately balanced 
to work smoothly when eight inch 
shells and political monkey wrenches 
are thrown into their _ intricate 
machinery. That they continue to 
work at all, even though they squeak 
and groan in operation, is a marvel— 
a tribute to man’s ingenuity in over- 
coming difficulties. 


Political Factors 


I would remind you that most of 
the barriers which now prohibit trade 
or reduce its volume have come into 
existence as a direct or indirect result 
of national policies adopted by the 
cabinets of the countries concerned and 
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approved by the elected representatives 
of their peoples. 

Do not misunderstand me. I am 
launching no general condemnation of 
these policies, for I recognize that 
governments were frequently driven by 
circumstances which they could not 
control. Very often their choice lay 
between two recognized evils of which 
they had to select that which seemed to 
bear less harshly on their own people. 

I mentioned the responsibility of 
governments, of politicians and of 
voters merely to stress the confused 
thinking or blind prejudice of those 
who claim that on bankers alone, and 
on their management of money, must 
rest the blame for all the troubles 
from which the world is now slowly 
emerging. 


” Timeplan ” 


SYSTEM of installment loans is 

Timeplan, newest merchandising 

idea of the Bank of America (Cali- 
fornia). Real estate loans, automobile 
financing, personal loans, home appli- 
ance financing and modernization loans 
all come under this heading. Once a 
bank customer establishes his credit at 
the bank by making a Timeplan loan 
for any purpose, he has established his 
credit once and for all for making ad- 
ditional Timeplan loans for all other 
purposes. 

Interesting, how this idea was pre- 
sented. First it had to be sold to the 
officers, branch managers and personnel 
of the bank. To properly present the 
essential data, the directors’ room at 
the head office was turned into an ex- 
hibition hall and schoolroom. The 
walls were lined with finished drawings 
for newspapers and publications, out- 
door posters, painted bulletins, street 
car cards, window and neon displays, 
special letterheads, sample _ letters, 
folders, stickers, and other promotional 
material. 

Lou E. Townsend, advertising mana- 
ger of the bank and author of much 
of the material used, explained the 
plan in its entirety to relays of officials, 


branch managers, and personnel. In 
addition, the plan was explained to 
groups of merchants, automobile 
dealers, salesmen, realtors, insurance 
underwriters, architects — in _ short, 
everyone who had merchandise or 
services to sell requiring financing. 
Codperative advertising material, such 
as descriptive folders, letters, stickers, 
display boards, and sales helps were 
produced, imprinted with the firm’s 
name and distributed gratis. 

All of this was, of course, merely the 
essential groundwork. But the founda- 
tion was solidly built when, on June 
16, the plan was publicly announced 
with full page advertisements in news- 
papers. This announcement was im- 
mediately followed up with the plethora 
of advertising material already men- 
tioned. 

Timeplan was a logical development 
of recent efforts of this bank to be of 
help to the small borrower. In Septem- 
ber, 1935, the bank entered the automo- 
bile financing field. Since that time 
over eight million dollars has been 
loaned for the purchase of new and 
used automobiles; over $878,000 loaned 
in the first two weeks of June, 1936. 
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Repossessions during this period have 
been virtually nil. In fact, the bank 
had to buy cars for the 25 men it has in 
the field. 

During the fall of 1935, Bank of 
America began to merchandise its per- 
sonal loans. Up to that time the loans 
averaged $400,000 a month. Since that 
time the volume has risen to a million 
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and a quarter a month and is still 
rising. 

Timeplan is a consolidation of the 
bank’s loaning facilities designed to 
help the individual and the small bor- 
rower. The way in which it has been 
promoted is something of a historical 
event in bank advertising and public 
relations activity. 


How Banks Are Advertising 


CORES of workers on the third floor 

of the American National Bank 

perform the thousands of detailed 
operations necessary that your busi- 
ness may be dispatched accurately and 
without delay.” So states the open- 
ing paragraph of this Nashville, Tenn., 
bank in an ad headed “Workers You 
Never See.” The department is fea- 
tured in the illustration and the copy 
further explains how the bank main- 
tains its facilities at high efficiency by 
the use of the most modern equipment. 

* * *% 


An ad from the American Trust 
Company, Charlotte, N. C., has for its 
illustration a doctor placing a stetho- 
scope on a map of both North and 
South Carolina. The heading: “We 
Understand the Financial Needs of 
the Carolinas.” Copy reads: “Today 
a new building is completed ... a 
local hosiery plant ships a carload 
order to Chicago . . . a Georgia farmer 
buys farm implements made in the 
Carolinas, while New England textile 
plants use textile machinery made in 
our community. The American Trust 
Company has been behind the scenes 
in this drama of business. We have 
extended financial codperation to hun- 
dreds of businesses, so widely diversi- 
fied that we can feel the pulsebeat of 
business in our territory.” The final 
paragraph stresses the facilities of the 
bank which enables it to offer its cus- 
tomers “an uncommonly high calibre 
of banking service.” 


* * * 


In Virginia there are no mutual 


savings banks. 


But The Morris Plan 


Bank of Virginia is offering state-wide 
savings bank facilities. A letter sent 
by the bank, signed by its president, 
Thomas C. Boushall, is a four-page 
affair. The letter itself is on the first 
page and invites inspection of the two 
inside pages. The “inside” story is 
that this bank now has 61,000 customers 
of all types in 92 of Virginia’s 100 
counties and that it has the fifth largest 
accumulation of savings deposits of the 
388 banks operating in the state. 


* * % 


And here is some interesting savings 
bank copy from the Lincoln Savings 
Bank, Brooklyn, N. Y. Heading is 
“Like Learning to Swim.”  Illustra- 
tion—a sketch of a lady about to slide 
into a pool. Copy: “The reason a lot 
of people say they can’t swim is that 
they never really tried . . . and that’s 
also true of Saving! 

“Of course, you have to have enough 
gumption to make the initial effort. 
But once you take that first stroke— 
or make the first deposit—the rest is 
easy. 

“And what sense of security and satis- 
faction to know that you'll be able to 
keep your head above water should 
adversity rock the boat!” 

* * * 


A sort of summation of the attri- 
butes of The Great Lakes Region is 
presented in a recent advertisement of 
The Cleveland Trust Company, which 
signifies the opening of the Great Lakes 
Exposition in Cleveland, June 27 to 
October 4. With appropriate illustra- 
tions for each, we find that this region 
is: Where coal and iron meet; center 
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for tires and automotive parts; head- 
quarters for lighting and electrical 
products; chief source of paint and a 
leading producer of chemicals; hub of 
the machine tool and heavy duty 
machine industries; and focal point for 
land, water and air transportation. 
at * * 


An extremely interesting and useful 
little booklet is being sent out by The 
First National Bank and Trust Com- 
pany, of New Haven, Conn. It tells 
about all of the presidents of the United 
States from Washington to F. D. R. 
It gives the relative strengths of the 
states in the electoral college in 1936. 
It tells the principal powers of the 
President, how the states voted for him 
in 1932—how they have voted in the 
past—what Presidents married, to 
whom, when, and the family record— 
what positions the various Presidents 
held before becoming President—and 
a host of other interesting historical 
and practical information from a 
presidential standpoint. A truly perti- 
nent and useful little booklet and good- 
will builder. 


* os * 


Illustration—a telephone. Heading 
—-“Always Available.” Copy —“A 
telephone when you are alone ... a 
light switch when darkness descends 

. these services which we depend 
on give a feeling of comfortable 
security. Learn to depend, too, on the 
many convenient services this bank 
provides. They, too, can do much for 
you . . . for your business, for your 
family, for your own protection. The 
record of many years is convincing 
evidence . . . let’s talk it over.” The 
ad is one of the consistent series from 
The National Bank of Topeka, Topeka, 


Kansas. 
* *% * 


A booklet, published by the First 


National Bank in Reno, Nevada, is 
called “One Sound State.” The in- 
formation, compiled by the “Nevada 
State Journal,” analyzes the state’s tax 
conditions and fiscal position. The 
state’s budget is balanced, and Nevada 
has no income tax, inheritance tax, 
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sales tax, nor tax on intangibles. (Boy, 
page Governor Landon.) Some in- 
teresting facts about Nevada come to 
light through its pages. To wit: Reno 
is fifty miles west of Los Angeles; mar- 
riages outnumber divorces in Reno, the 
state has the largest area of unexplored 
land of any state in the Union; the state 
has the highest rate of motor vehicle 
registration of any state; and Nevada 
is the richest state, per capita, in the 
Union. 
* * * 

Charles William Bailey, president 
of the First National Bank, Clarksville, 
Tenn., has sent us a most interesting 
story in the form of a four-page folder. 
It tells about a farmer in his section 
of the country who has worked out a 
successful farming career based on 
“Four Pillars of Income.” This farmer 
had established his credit and knew 
how to use it, and knew how to liquidate 
it from his income on tobacco, sheep, 
wheat and cattle—the Four Pillars 
It tells how he managed his farm, and 
how it grew as time aided his thrifty 
management and hard labors. The 
folder winds up with the thought that 
the bank has data on more than six 
thousand farmers within the Clarks- 
ville trade territory—many being en- 
titled to credit. And the bank stands 
willing to help these men, as it has 
helped others, to a better living. We 
regret that the entire folder cannot be 
published in full. But it deserves men- 
tion and perhaps Mr. Bailey would 
send a copy to anyone asking for it. 
Or, we'd be glad to loan you ours. 


* * * 


We have received more personal loan 
advertising these past months than we 
have heretofore. Out in Milwaukee, 
Wisconsin, the First Wisconsin Na- 
tional Bank is inviting people to “End 
Money Worries With a Personal Loan” 
in advertisements that explain the fea- 
tures of this service, its convenience 
and its low cost. And over in Newark, 
N. J., the Fidelity Union Trust Com- 
pany has started a series of advertise- 
ments explaining its personal loan 
services. One ad lists six facts to 
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remember about Fidelity Union Per- 
sonal Loans. Briefly, they are: ap- 
plicant must be steadily employed or 
have a regular income; loans made to 
clear up temporary financial emergen- 
cies; amounts loans from $100 to 
$1000; loans made for a year and re- 
paid in regular installments; discount 
rate is 5 per cent. applicant need not 
be a depositor of any bank; and ap- 
plications are received at any of the 
bank’s eleven offices in Essex County. 


* * * 


The tall tower of the Williamsburgh 
Savings Bank at One Hanson Place, 
Brooklyn, N. Y., is a readily recognized 
landmark. Not so widely known is the 
bank’s Williamsburgh office at Broad- 
way and Driggs Ave. 


But most useful 
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is this branch to those in its locality. 
Further stressing the convenience of this 
branch, the Williamsburgh devotes an 
advertisement to the subject. Terse, 
but telling, it says, “This bank nestles 
at the foot of the Williamsburgh 
Bridge. Its famous gold dome is 
visible from all points for blocks 
around. The Marcy Ave. station of 
the BMT subway is only three short 
blocks east. Still nearer, at the Plaza, 
come all surface lines serving eastern 
Brooklyn. Franklin Ave. cars are but 
a few steps south of the bank. And 
Broadway, Crosstown, and Grand 
Street trolleys pass the front door.” 
Certainly sounds as though, to thou- 
sands of Brooklynites, the heading of 
the ad “Saving Here Is Convenient” 
was most appropriate. 


Outline of State-Wide Banking Public Relations Program 


BOOKLET, issued by “The Moun- 

tain States Banker” of Denver 

Colorado, has a foreword from 
the address made by R. E. Doan of the 
Denver National Bank before the 
Colorado Bankers’ Association on 
June 19. This foreword says: 

“We, as bankers, have a story to tell 
—an interesting story, a story which 
will lay the foundation of understand- 
ing so vitally necessary to confidence. 
Is it not time to tell this story? Is it 
not time to break our foolishly self- 
imposed silence, to tear away that veil 
of secrecy with which we have so long 
shrouded banking in mystery? Is it 
not time to tell the public what it wants 
to know and should know instead of 
only what we are forced to tell? 


“American banking, after all, is not 
a strictly private business. By its very 
nature it is a semi-public institution, 
and we as bankefs have an obligation 
—to the public, to our depositors, to 
our stockholders, and to ourselves—to 
clear up any misunderstanding regard- 
ing it, to freely and widely give out 
the facts which will bring about con- 
fidence.” 

The object of this little booklet is 
to find out whether Colorado banks 


will give lip service to Mr. Doan’s 
sentiments, or whether they will take 
off their coats and do something about 
it. The booklet outlines the objectives 
of a state-wide program and tells what 
such a program includes. This, briefly, 
is what such a program would include: 

1. Twenty-six, fifteen minute radio 
programs—one each week for six 
months. 

2. Twenty-six newspaper advertise- 
ments—to be supplied in mat form for 
use in local newspapers over the in- 
dividual bank’s signature. 

3. Twenty-six Titae ad to three 
hundred in number of each folder, for 
direct mail or counter distribution, 
tying in directly with the radio pro- 
grams. 

4. Six blotter statement—enclosures 
—one for each of the six months. 

5. A “Master-Text” containing educa- 
tional and selling copy for general 
and Colorado banks in particular. 

6. Twelve window display or lobby 
cards. 

7. Prepared newspaper releases to be 
used in connection with the Master Text. 

8. An Advisory service to give per- 
sonal attention to individual advertis- 
ing problems. 
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The booklet further listed the titles 
of the radio talks proposed, the sub- 
jects to be discussed in the folders, 
gave samples of proposed advertising 
and explained in detail the additional 
features of the Master Text, newspaper 
releases, and the advisory service. 

It sounds like a large order. In fact, 
it is a large order. It is a compre- 
hensive, carefully developed codépera- 
tive campaign. It further sounds very 
expensive. It isn’t. The cost will be 
one hundredth of one per cent. of each 
bank’s deposit (or, on $500,000 de- 
posits, the cost would be $50—for 
everything). Furthermore, the funds, 
if raised, would be disbursed by the 
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Colorado Bankers Association, and if 
the campaign costs less than estimated, 
the money remaining would be either 
returned pro rata or used to continue 
the campaign—whichever the decision 
of the contributing banks at that time, 

The booklet winds up with a coupon 
asking how many Colorado banks 
would be willing to participate in such 
an activity. We shall be most in- 
terested in the results which, as yet, we 
do not know. But meanwhile, Colorado, 
here’s wishing you a favorable decision. 
Other states have tried it, you know, 
and with really remarkable results, 
And, as the old slogan goes, “Eventually 
—Why Not Now?” 


Government Expenses Must Be Reduced 


How public expenditures have grown 
lately at an astonishing rate and what 
must be done about it the New Eng- 
land Letter of the First National Bank 
of Boston thus sets forth: 

“The annual aggregate cost of all 
governmental activity—Federal, state 
and local—is now in excess of 15 bil- 
lion dollars as compared with 3 billion 
in the pre-war period. 

“The cost of government exceeds the 
nation’s food bill by a wide margin. It 
is more than twice the amount spent 
annually by the 127,000,000 people of 
this country for clothing. 

“The per capita Federal debt has in- 
creased from $12.26 in 1913 to $246. 
The Federal Government has _ been 
spending nearly twice the amount that 
it has been collecting in taxes. 

“Governmental expenses can be met 
only by taxes or by borrowings and the 
borrowings must eventually be repaid 
out of taxes. The Government can 
create neither income nor wealth. Its 
only source of revenue is from taxes. 

“The solvency of this country requires 
a reduction in expenses. Already a 
heritage of staggering debts and burden- 
some taxes has been piled up for future 
generations to pay. An _ unbalanced 
budget cannot long continue without 


leading to ruin. The budget cannot be 
balanced by increased taxes alone. 
Expenses can and must be cut. Then 
and then only will full confidence re- 
turn. And when that confidence returns, 
business activity can and will take up 
the slack and once more this country 
will be on an even keel.” 


-o- 


ECONOMIC PRESSURE INEVITABLY 
LEADING TO WAR 


THE universal distrust and suspicion 
prevalent in international politics have 
invaded the economic sphere, with the 
result that every country is endeavoring 
to be as far as possible self-supporting 
and independent in case of future wat. 
Economic nationalism is the name of 
this noxious weed, and it seeks to 
mould to its requirements economic 
laws regardless of the cost and its effect 
on the standard of living of the masses. 
It is evident that, until the causes of 
distrust are removed, there cannot be 
any real improvement in world condi- 
tions. And it is equally obvious that, 
if the present economic pressure per 
sists, it will inevitably lead to war.— 
John Brunton, in London Bankers 


Magazine. 





IN THE MONTH'S NEWS 


Personal 


qAt a meeting, last month, of the 
directors of the State Street Trust Com- 
pany, Boston, the following directors, 
formerly of the Union Trust Company 
of Boston, were elected: Charles Francis 
Adams, Frank G. Allen, Roger Amory, 
Harvey H. Bundy and Merrill Gris- 
wold. Mr. Adams was also elected 
chairman of the board of directors. 

The following, former officers of the 
Union Trust Company, were elected 
officers of the State Street Trust Com- 
pany: William ‘Holway Hill, vice- 
president and manager of the Union 
Trust office at 24 Federal Street, Bos- 
ton; Sheridan J. Thorup, assistant vice- 
president and trust officer; William N. 
Oedel, assistant vice-president, Vincent 
Farnsworth, assistant trust officer and 
assistant treasurer; C. Wendall Holmes, 
and Edwin T. Rae, assistant treasurers; 
Norman W. Hall, Elliott Gerrish and 
Stewart G. Orr, assistant trust officers; 
Frederic A. Deering, Jr., and Whitman 
M. Chandler, assistant secretaries. 


CHARLES FRANCIS ADAMS 


Chairman of the Board, State Street 
Trust Company, Boston. 


ALLAN FORBES 


President, State Street Trust Company, 
Boston. 


q Lou E. Townsend, advertising mana- 
ger of the Bank of America, San 
Francisco, has been elected president 
of the Pacific Advertising Clubs As- 


sociation. 


@ Miss Rose Scorgie, advertising mana- 
ger of the State-Planters Bank, Rich- 
mond, Va., has resigned from the bank 
and is planning to establish her own 
business in Washington, D. C. Richard 
H. Wells, assistant cashier and manager 


ANCIENT 
DOCUMENTS 


@ Original sheepskin parchments 
of the 17th, 18th and 19th centuries ! 
Mortgages, Leases, Contracts, Wills, 
Trusts, etc. These measure about 25" by 
30" and have original stamps and seals. 


Excellent for display or decorative 
purposes. Sent on approval. Inquire 
for details. 


PictToriaL Art Co., Inc. 
404 Fourtn Avenue, New Yorx Crry 
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of the public relations department of 
the bank, will assume charge of the 
advertising department. 


@ At a meeting of the finance commit- 
tee of General Motors Corporation, last 
month, John C. Felli was appointed 
assistant treasurer. Mr. Felli is a 
graduate of Dartmouth College, Class 
of 1922, and of the Amos Tuck School 
of Administration and Finance at 
Dartmouth College in 1923, having 
previously graduated from the United 
States Military Academy. 


q Mrs. Mary W. Tucker Bryson has 
beén appointed advertising and publicity 
manager of the Morris Plan Bank of 
Virginia succeeding Gary Underhill 
who resigned to become private secre- 
tary to E. C. Woodruff, chairman of 
the board of the Coca-Cola Company. 


Personal Loans 


q@ Recognizing an ever increasing in- 
terest by commercial banks in the re- 


tail lending of money, the Massachusetts 
Bankers Association established a per- 
sonal loan commission in 1935. Warren 
S. Shepard, vice-president of the Worces- 
ter County Trust Co., outlined the work 
which the commission had been doing 
for the past year before the recent asso- 
ciation convention. 

The purpose of the commission is 
threefold: 

First: To safeguard banks who may 
be interested in making small loans 
either in a segregated department or 
as a part of the activity in the regular 
note department, by the discussion of 
common problems with those who 
have had considerable experience in 
this type of time payment financing. 

Second: To show those interested 
that between 40 per cent. and 60 per 
cent. in number of the present loans 
in regular note departments are in 
amounts of $500 and less and are not 
self-sustaining, and that many banks 
are already in the small loan business 
but do not recognize this fact. 

Third: It is believed that a more 
general understanding of safe small 
loan procedure can stimulate good- 
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will, combat unjust criticism of the 
restrictions of credit and could often- 
times be the best public relations con- 
tact a bank has, in terms of service, 

It is not the purpose of the com. 
mission to urge the establishment of 
small loan departments. 

Mr. Shepard told of the results of 
an ABA survey of small loan activity 
in banks of varying sizes, in widely 
scattered parts of the country. It was 
determined that loans of $500 and 
under made up anywhere from 40 per 
cent. to 69 per cent. in number of all 
loans outstanding. In many of these 
banks, the loaning officers were much 
surprised to find that they were really 
doing a small loan business, having in 
mind a definite policy of making no 
loans under $1000. 

For example, if a $500 loan on a 
ten monthly renewal basis was made 
in a note department of 6 per cent. 
regular interest and the handling cost 
is $1.50 per note, exclusive of credit 
department investigation and loaning 
officer’s time (the average for sixteen 
banks throughout the country), the ex- 
pense would be $15, while the interest 
income would be but $14. 

If a $500 loan was made on a ten 
months’ basis in a personal loan de- 
partment, the discount charge would 
be $25, at the usual rate for that type 
of loan, and as the cost per dollar 
loaned could be 2.7 per cent., or $5.63, 
which includes life insurance on the 
borrower, supervision, advertising, rent, 
etc., it would leave a net interest in- 
come of $19.37, or 9.3 per cent. instead 
of a loss on the other transactions of $1. 

It is rather obvious from such a 
comparison that small loans on an 
automatic payment basis are very 
profitable and past and present ex- 
perience shows that bad debt losses 
are negligible. 


q “The industrial loan department, 
dealing in installment financing and 
personal loans entirely, ‘has taken a 
part of the credit the bank has for sale 
and, by changing the style to meet 
buyer demand, has almost trebled the 
net return,” said Elbert S. . Woosley, 
vice-president of the First National 





Tilghman Moyer & Co., 
of Allentown, Pa., rede- 
signed this banking lobby 
from the arrangement 
shown below. 


Bank at Louisville, Kentucky, before 
the Illinois Bankers Association. 


q “Why should a bank receive an in- 
dividual’s salary on deposit, pay his 
current checks, be clearly informed on 
his financial condition, and then allow 
him to borrow elsewhere for his per- 
sonal requirements, purchase of his 
home, his automobile or other worthy 
objective?” Under the present changed 
conditions real estate and _ personal 
loans deserve places in bank invest- 
ment portfolios in increased volume. 
Suggested by J. R. Mitchell of the 
Bank of America N. T. & S. A., San 


Francisco, at the A. I. B. convention. 


qThe Bank Management Commission 
of the American Bankers Association 
has issued a booklet on “Personal In- 


come Loans Departments.” Part One 
of the booklet tells how to install and 
operate a personal income loan depart- 
ment, giving advantages of this type 
of business, hazards to be avoided, 
operating procedure, personnel re- 
quired, and loan volume necessary. 
It gives a number of operating forms 
suggested for use in such a department. 
Part Two presents the results of a 
survey on personal loans prepared by 
the Committee on Personal Loans of 
the Savings Division of the American 
Bankers Association. Booklets are 
available to members at 25c each. 


Bank Statements 


q The statement of condition of the 
Guaranty Trust Company of New York 


On this page are shown 
“before” and “after” 
views of the lobby of the 
Steuben Trust Company 
of Hornell, N. Y. The 
public lobby was plac2d 
in the center on the axis 
of the entrance doorway. 
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as of June 30, 1936, shows deposits of 
$1,638,602,997.30, as compared with 
$1,488,284,606.87 at the time of the 
last published statement, March 31, 
1936, and with $1,412,601,413.97 on 
June 30, 1935. The company’s total 
resources are $1,972,869,119.53, as 
compared with $1,812,633,568.65 on 
March 31, and $1,730,209,418.50 a 
year ago. Capital and surplus remain 
unchanged at $90,000,000 and $170,- 
000,000, respectively, and undivided 
profits are $7,649,439.95 as compared 
with $7,317,042.28 on March 31, and 
with $7,067,129.50 on June 30, 1935. 


qThe June 30, 1936, statement of 
Bank of America National Trust & 
Savings Association shows a total loans 
and discounts of $478,240,000, an in- 
crease of $40,165,000 during the past 
12 months. Deposits were $1,242,915,- 
000, an increase of $249,263,000 dur- 
ing the past 12 months. Total 
resources were $1,366.549,000. The 
bank earned $11,009,000 during the 
first six months of the current year or 
$5.50 a share on the 2,000,000 out- 
standing shares of capital stock, 
99.65 per cent. of which are owned by 
Transamerica Corporation. This com- 
pares with $8,033,000, or $4.01 a 
share, earned in the first six months 
of 1935. 


In a recent advertisement of its state- 
ment of condition in the Chicago Daily 
News, the First National Bank of Engle- 
wood, IIl., heads its advertisement with 
the following provocative headline. 
“Landon Knox Out Roosevelt—Three 
Long Cheers.” This offers great 
possibilities for the partisan-minded 
banker. We seem to visualize a star- 
tling bank advertisement in New Haven 
next fall headed “Yale Beats Harvard 
—Nine Long Cheers.” 


Bank Earnings 


qAn analysis of the earnings of 
twenty-four New York City banks, 
comparing the first half of 1936 with 
the corresponding period of 1935, has 
been prepared by Hoit, Rose & Troster. 
The comparison shows that, excluding 


recoveries through retirement of pre- 
ferred stock by Chase National Bank 
and National City Bank amounting to 
$62,020,000, aggregate net earnings of 
the twenty-four banks totaled $51,074,- 
000 for the first six months of 1936, 
compared with $47,482,000 in the same 
period of 1935, an increase of 7.6 per 
cent. 

Including recoveries, net earnings in 
the first half of this year totaled $113.- 
094,000, an increase of 138 per cent, 
over the first half of 1935. 

Earnings for the first half of 1936, 
excluding recoveries, are running at an 
annual rate of 149 per cent. over 
dividend requirements, which total $68,- 
530,000 for the twenty-four banks, ac- 
cording to the firm. 


q State banks doing a commercial busi- 
ness have increased their earnings in a 
majority of states during 1935, accord- 
ing to a report just issued by the State 
Bank Division of the American Bankers 
Association. On the basis of data 
covering 7928 banks in 42 states, the 
report says: 


“The most significant fact to he 
pointed out is that new profits of state 
banks—after deducting charge-offs on 
loans, investments, etc., and adding re- 
coveries—were shown in 37 of the 42 
states which reported in 1935, in com- 
parison with net profits in only 11 
of the 35 states reporting in 1934. 
Measured in terms of dollars per each 
$100 of invested funds, net profits in 
1935 ranged between $2.40 and $.10 
per $100, with 19 states showing profits 
of $1.00, or over, per $100; while 
in 1934 net profits did not exceed $1.20 
per $100 and only three states showed 
profits of $1.00, or over.” 


Changes in Capitalization 


q Edward E. Brown, president of The 
First National Bank of Chicago, an- 
nounced July 2 that the sale of 50,000 
shares of the common stock of the 
bank, $100 par value, had been com- 
leted. The stock was sold to share- 
Riolders at $200 per share and the 
premium of $5,000,000, together with a 
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Forty-Two Broadway, 


like amount to be transferred from the 
special reserve, will be added to the 
surplus fund. 

The preferred stock of $15,000,000, 
held by the Reconstruction Finance 
Corporation, was retired July 3, giving 
the bank a capital structure of $30,- 
000,000, all common stock, with sur- 
plus fund of $25,000,000, a total of 
$55,000,000. This is the same amount 
of combined capital and surplus, in- 
cluding the $15,000,000 of preferred 
stock, that the bank had before the 


present sale of new common stock. 


qJ. H. Bacheller, president, Fidelity 
Union Trust Company, Newark, N. J., 
announced, last month, the retirement 
of $1,000,000 R. F. C. preferred stock. 
At the same time, the board of direc- 
tors declared the regular dividend of 
60c a share on the common stock, 
payable August 1 to stockholders of 
record July 24. The preferred stock 
retirement which will be made August 
21 is the second repayment of. $1,000,- 
000 made by the Fidelity Union this 
year. The preferred issue was origi- 
nally established in June of 1934 
in the amount of $7,000,000, which is 
now reduced to $5,000,000. It is 
understood that further retirement will 
be made as earnings and recoveries 
permit. 


Investments 


(A corporation which will be knowr 
as Nichols, Gregory & Van Rensselaer, 
Inc., at 49 Wall Street. New York, has 
been organized to conduct a general 
business in investment securities with 


New York City 


institutions, trusts and dealers. This 
new corporation is affiliated with 


William B. Nichols & Co. 


@The average price of 103 stocks 
representing 12 industrial groups gained 
.32 points during June and at 32.44 
stood 2.11 points above the level at 
the close of 1935, according to the 
“Index of Security Prices” published 
by the New York Trust Company. 


Protective Tariff 


q As a firm, but reasonable believer 
in a protective tariff, Winthrop W. 
Aldrich, chairman of the board of The 
Chase National Bank of New York. 
characterized himself in an address 
before the World Trade Luncheon of 
the New York Merchants Association. 
He expressed the following views on 
the tariff question: 


“T am myself a firm believer in the 
principle of the protective tariff. As 
I have already stated, I consider that 
the protective tariff has been the corner- 
stone upon which has been erected the 
prosperity which this country has en- 
joyed since the Civil War and until 
recent years. Moreover, I know of no 
one who at this time would think of 
substituting for it the doctrine of free 
trade. But I try to be a reasonable 
protectionist. A good policy carried 
to extremes becomes a bad policy— 
and we have carried protectionism to 
extremes. The question is simply this: 
Should we relax our virtually pro- 
hibitive restrictions on the imports of 
a widely diversified list of manu- 
factured goods sufficiently to permit 
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the importation of a volume of com- 
modities which will pay for an 
adequate export of those goods which 
we cannot consume at home, thereby 
restoring employment to the domestic 
workers who produce such goods?” 


Bank Equipment 


q A new model of the Egry “400 Line” 
Tru Pak autographic register is on the 
market. This machine is designed to 
lighten the burden of detail in any 
business where multiple copy records 
are necessary. The new machine comes 
in seven different sizes. It is manu- 
factured by the Egry Register Company, 
Dayton, Ohio. 


q A new ink and typewriter eraser 
consisting of a mineral fiber brush in 
a molded plastic holder is on the mar- 
ket. The holder fits the hand con- 
veniently, being about the size and 
weight of a small fountain pen. The 
brush erasing element is composed of 
hundreds of tiny fibres which are stiff 
enough to polish metal, yet sufficiently 
flexible to remove ink and typewriting 
from bond or ledger paper. Refills 
are provided. The trade name of this 
device is Rush-Eraser. Until general 
distribution through retail stores is 
available they may be ordered direct 
from the manufacturers, The Eraser 
Company, Inc., 120 East Washington 
Street, Syracuse, N. Y. 


Potato Amortization 


q In payment for his 160-acre farm, 
Frank Roark of Scott City, Kansas, 
has 2400 sacks of potatoes coming to 
him each year for the next ten years. 
He agreed on 24,000 sacks of potatoes 
as the price of the farm, 10 per cent. 
of the price to be paid each year. 


Social Security 


q Information comes from Washington 
to the effect that national banks are 
exempt from the provision of the Social 
Security law imposing a tax for un- 
employment insurance. 


The exemption is based on that sec- 
tion of the law which declares the 
Federal Government and its instrumen- 
talities are not subject to the tax—the 
national banks being considered as 
“instrumentalities of the Government.” 


Anniversaries 


q “Anniversary advertising is once 
more coming to the fore with its mes- 
sage of stability, strength, and sound 
management”, said a speaker before 
the A. I. B. convention at Seattle. 
The occasion of an anniversary always 
has a universal appeal to friends and 
customers, and banks do well to use 
this period for furthering pleasant re- 
lationships between their customers 
and themselves. 


q The Williamsburgh Savings Bank, 
New York City, celebrated its 85th an- 
niversary on June 9. When the in- 
stitution first opened in 1851 it had 
equipment valued at $589. On the 
occasion of the anniversary, many 
figures prominent in New York’s bank- 
ing world paid their respects. The 
bank today has over 165,000 deposi- 
tors. 


@ The First National Bank, Oswego, 
New York, celebrated its 100th an- 
niversary May 21 with a dinner to 
its stockholders, officers and employes 
and a reception for the public. Five 
hundred persons attended the recep- 
tion. Laurence C. Freer, assistant 
cashier of The Chase National Bank of 
New York, was the guest speaker. 


@ Frederick E. Bertine, head paying 
teller of The Fifth Avenue Bank of 
New York, celebrated his 60th an- 
niversary with the bank in June. He 
is known as “the dean of paying 
tellers” in New York. Mr. Bertine has 
served five generations of the bank’s 
customers, and his familiarity with 
their many signatures has enabled him 
to protect them against forgeries of all 
varieties. He was long associated with 
the late William H. Porter, who after 
he left The Fifth Avenue Bank was 
for many years president of the 


Chemical Bank & Trust Co., and later 





Fe eh ce el 


ee ew lee | ee ee ee, ba eee eee 


THE BANKERS MAGAZINE 


became a partner in J. P. Morgan & 
Co. Another of his early associates 
in the bank was the late James G. 
Cannon. 


qThe Oneida National Bank & Trust 
Co.. Utica, New York, has issued a 
ten-page pamphlet to commemorate its 
100th anniversary year. The pam- 
phlet gives an historical background 
of the conditions in Utica at the time 
the bank was founded, and tells of the 
long struggle over its charter, the 
robbery that occurred on its opening 
day, its conversion to a national char- 
ter in 1865 and its present condition. 
There are also short biographical notes 
on the signers of the original charter 
and the presidents and cashiers since 
1836. 


The Merchants National Bank, 
Mobile, Alabama, celebrated its 35th 
anniversary June 4. From a six mem- 
ber organization it has grown to over 
a hundred, and its capital has been in- 
creased from $150,000 to $1,000,000, 
with a surplus of more than $1,100,- 
000. The bank is now well known 


nationally and internationally. 


GlIts golden anniversary was cele- 
brated on June 1 by the Springfield 
Safe Deposit and Trust Company of 
Springfield, Massachusetts. This bank 
published its June 1, 1936 statement 
on which it says: “Fifty years ago our 
bank opened its doors. It had no de- 
posits, a modest capital and no surplus. 
We now look back over the half 
century with a sense of gratitude to the 
founders and their successors whose 
foresight and integrity have made pos- 
sible the place which our institution 
fills in the community today.” 

As the reader’s eyes then turn to the 
statement he sees that the bank now 


has resources over $14,000,000. 


(Thirty years of service with Citizens 
National Trust & Savings Bank of Los 
Angeles have just been completed by 
F.R. Alvord, vice-president and cashier 
of that institution. He was one of the 
original members of Los Angeles 
Chapter, A. I. B., of which he is a 
graduate and a past president. Long 
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active in the California Bankers As- 
sociation, Mr. Alvord has been one 
of the leaders in study of banking 
practice and in recommendations com~- 
piled by Association committees for im- 
provement and uniformity in practice. 
For several years he has been a 
member of the advisory committee of 
the Los Angeles Clearing House As- 
sociation. 


Real Estate 


. ¥ Continuing their month to month rise 


in volume of new construction lending, 
the savings, building and loan associa- 
tions in May disbursed $27,812,000 
for new one-family and _ two-family 
homes, the United States Building and 
Loan League reports. This is a 12 per 
cent. increase over April construction 
loans and a 94 per cent. increase over 
May, 1935. 


@How to dispose of old dwellings 
taken by banks through foreclosure 
proceedings has long been a trouble- 
some banking problem. In Philadel- 
phia a real estate house which is agent 
for a number of financial institutions, 
Clarke & Kniskern, Inc., conceived the 
idea of completely furnishing and 
decorating a score of old buildings so 
as to show prospective buyers just how 
each house would look when occupied. 
As a result of this plan sales were 
greatly increased and many banks were 
enabled to write-off their real estate in- 
vestments with little or no loss. 


Savings 


@ Savings deposits and the number of 
savings depositors in the mutual sav- 
ings banks of New York State for the 
quarter ended June 30 both continued 
the gain shown in the first quarter of 


this year. The increase in the number 
of depositors for the six months was 
51,057 and in the amount of deposits 
$23,236,035. Present aggregate de- 
posits are $5,209,783,428 and the num- 
ber of depositors is now 5,983,997. 
A gain was also registered for the full 
year ending June 30, of $22,671,649 in 
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deposits and 65,508, depositors. These 
figures are contained in a report issued 
by the Savings Banks Association of 
the State of New York. 


Dividends 


q At a meeting held July 1 the direc- 
tors of Transamerica Corporation in 
San Francisco increased the regular an- 
nual dividend rate on its capital stock 
by 10c a share to 40c and declared an 
additional special dividend of 5c a 
share for the semi-annual period ended 
June 30. 


Travel Service 


q For the convenience of customers and 
friends, travel service bureaus are 
maintained at the London and Paris 
offices of the Guaranty Trust Company 
of New York to give the following 
services to travelers for which there 
is no charge: Obtain steamship passages 
to any part of the world; obtain rail- 
road tickets and reserve seats and 
sleepers; arrange for the hire of motor 
cars for touring or town purposes; 
obtain tickets for theaters, concerts and 
other entertainments; make reservations 
and issue tickets on all air lines; ar- 
range itineraries for tours by motor car 
or train; effect all types of insurance; 
make hotel reservations. Passport visas 
are obtained when possible at a small 
charge. The forwarding of clients’ 
mail, cables and telegrams is also 
handled by these bureaus. 


Bond Market 


G Poor’s Bond Advisory Service is of 
the opinion that “the beginning of a 
decline in ‘money rate’ bonds may 
have already occurred although no 
sharp break in prices seems indicated 
at the present time. In the interest of 
conservatism, we believe that banks and 
other institutions should confine new 
commitments to issues with short to 
medium-term maturities. Those which 
have a large proportion of long-term 
maturities should switch part of them 
into shorter-term issues even at a 
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temporary sacrifice of income. The 
object should be to arrange portfolios 
in order to have funds readily available 
when long-term bonds can be purchased 
at prices to give a fair return in the 
light of past experience.” 


Small Checking Accounts 


@ The CheckMaster Plan has been in- 
stalled at the Hempstead Bank in 
Hempstead, Long Island, N. Y., and at 


the Freeport Bank in Freeport, Long 
Island, N. Y. 


Bank Pensions 


q The Retirement Insurance Committee 
of the Washington Bankers Association 
has reported as believing in the prin- 
ciple of “retirement insurance for 
superannuated or disabled bank em- 
ployes.” “As between Federal monop- 
oly and private administration,” how- 
ever, they favor a private system for 
bank employes and favor “individual 
responsibility in each bank and on the 
part of each employe as to participa- 
tion.” They recommend that “a com- 
prehensive plan of retirement insurance 
for bank employes modeled after the 
Oregon plan be prepared and that such 
plan be printed and distributed to mem- 
ber banks forthwith.” 


Trusts 


qA new “Guide to Trust Fees with 
Recommended Cost Accounting Sys- 
stem,” has been published by the 
trust division of the American Bankers 
Association under the direction of the 
division’s committee on Costs and 


Charges. 


Public Relations 


GA booklet giving an outline of a 
complete state-wide banking public rela- 
tions campaign for Colorado has been 
issued by the Mountain States Banker 
of Denver and was distributed at the 
June convention of the Colorado 
Bankers Association immediately after 
an address on the subject by R. E. 
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Doan, public relations director of the 
Denver National Bank. The booklet 
shows how at a small cost to each bank 
in the state the entire Colorado public 
might be reached by radio, newspapers, 
direct mail, statement enclosure, win- 
dow displays and group contacts. 


Foreign Investments in U. S. 


qOn the basis of an extended special 
survey, the Finance Division of the 
Department of Commerce has estimated 
the value of foreign long-term invest- 
ments in the United States at the end 
of 1935 at $5,035,000,000, as com- 
- pared with $4,270,000,000 a year 
earlier. The increase in the recorded 
value of such investments during 1935 
was due both to the upward tendency 
of American common stock prices, 
which raised the market value of exist- 
ing foreign holdings of common stocks, 
and to rather extensive net acquisitions 
of American securities by foreign in- 
vestors during the second half of the 
year. The income derived from foreign 
long‘term investments here was esti- 
mated by the Finance Division at $140,- 
000,000 in 1935, indicating an average 
rate of return in the neighborhood of 
3 per cent. 


Forecast 


qSaid Col. Leonard P. Ayres, vice- 
president of the Cleveland Trust Com- 
pany in the July 15 business bulletin: 

“Business has clearly given an ex- 
ceptionally good account of its activi- 
ties in the first half of 1936 despite the 
fact that all these fine figures are still 
depression figures. It seems probable 
that it will continue to do well in the 
second half of the year despite the 
Prospective disputes of the political 
campaign, the looming possibilities of 
labor difficulties, and the threats of 
droughts which are widespread and 
becoming serious. This promises to be 
the best business year since 1930, and 
Possibly since 1929.” 


Conventions 


Over 600 bankers have already (July 
3) made reservations three months in 
advance for the American Bankers As- 
sociation convention to be held in San 
Francisco on September 21-24. 


@ The Far Western Trust Conference, 
to be held in San Francisco September 
16-19, is expected to draw the largest 
number of trust officials ever to attend 
a trust conclave outside of New York. 


Convention Dates 
STATE 


Sept. (probably)—Delaware Bankers 
Association. : 

Sept. 3-4-—Maine Savings Banks Asso- 
ciation, Breakwater Court, Kenne- 
bunkport. 

Sept. 4-5—Independent Bankers Asso- 
ciation at Lowry Hotel, St. Paul, 
Minnesota. 

Sept. 10-12—Savings Banks Association 
of Massachusetts, New Ocean House, 
Swampscott. 

Sept. 24-25-—-New York Savings Banks 
Association, Waldorf-Asteria, New 
York. 

Nov. 6-7—Florida Bankers Association, 
Tampa. 


Fall—Nebraska Bankers Association. 
GENERAL 


Sept. 14-17—Financial Advertisers As- 
sociation, Nashville, Tenn. 

Sept. 21-23—-Morris Plan Bankers As- 
sociation, The Homestead, Hot 
Springs, Va. 

Sept. 21-24—American Bankers Asso- 
ciation, St. Francis Hotel, San Fran- 
cisco. 

Oct. 7-9—Mortgage Bankers Associa- 
tion of America, Hotel Peabody, 
Memphis, Tenn. 

Dec. 2-6—Investment Bankers Associa- 
tion of America, Bon Air Hotel, Au- 
gusta, Ga. 





Marriage Contracts 


Many of the best families in England, 
during “ye goode olde days” entered 
into marriage contracts, usually on 
account of the possession of the property 
owned by the wife. It was the vogue 
then, with no reflection being cast on 
either patties. Bankers with an his- 
torical turn of mind will be interested 
in the terms of one such contract, in- 
dicative of the times, which shows that 
legal terminology has changed but 
little, and which also shows how mar- 
riage contracts were often interwoven 
with trust agreements. 


A seven folio sheepskin document, 
recently brought to light by Pictorial 
Art Co., Inc., New York City, hand- 
written in 1735, tells of the marriage 
settlement of Mary Gwinnett to Thomas 
Chester. Mary Gwinnett was the widow 
of George Gwinnett who was an uncle 
of Button Gwinnett, the much discussed 
signer of the Declaration of Inte- 
pendence. Part of the contract reads 
as follows: 


“Where a Marriage is by God’s per- 
mission intended shortly to be had and 
solemnized by and between the said 
Thomas Chester and the said Mary 
Gwinnett, and whereas the said Mary 
Gwinnett or some other person or per- 
sons in trust for her or to her use, is, 
or are, seized, or possessed of, or en- 
titled to several considerable Real 
Estates which by Indenture quadru- 
partite, bearing date with these presents, 
are made or mentioned to be made 
between the said Mary Gwinnett of the 
first part, and the said Thomas Chester 
of the second part, and the said John 
Knapp and William Mason of the third 
part, and George Pothin, Citizen and 
Salter of London of the fourth part, 
and has been assigned to them the said 
John Knapp, William Mason and 
George Pothin respectively, upon of 
the several trusts therein in that behalf 
mentioned and expressed and whereas 
the said Mary Gwinnett is also pos- 
sessed of and entitled unto the large 
personal Estate consisting of various 
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of the 18th Century 


particles part whereof being £1000, 
Capital Bank stock etc.” 

The document further indicates that 
Mary Gwinnett owned personal property 
consisting of considerable plate, jewels, 
household goods, books, furnishings 
and several shares in the Tower Sights 
Co. for lighting the City of London. It 
states that Mary Gwinnett advanced 
payment to Thomas Chester for his 
intended marriage to her the sum of 
£7234 in ready money. She also 
makes provision for her son George 
Gwinnett (first cousin to Button) that 
certain property be exempt from those 
reverting to Thomas Chester, including 
a certain coach, horses, saddles, chariots, 
harness and some London _ property. 

Other details relate how certain trusts 
left by George Gwinnett to Mary Gwin- 
nett are to be preserved and that John 
Knapp and William Mason, the trustees 
of George’s estate, were to protect the 
infant George Gwinnett. Much prop- 
erty in London and Gloucestershire was 
also disposed. 


DEBTS TO AMERICA 


M. Leon BivM has voiced the need to 
settle the French debt to America, as 
part of an agreement to increase in- 
ternational trade. It would be mad- 
ness if the British government did not 
take an equal opportunity to remove an 
obstacle to Anglo-Saxon understand- 
ing and codperation.— D. Graham Hut- 
ton in Lloyds Bank Limited Monthly 


Review. 


A DEFINITION OF SOCIAL 
SECURITY 


SOCIAL security, in its widest sense, 
means not merely security for certain 
individuals or groups, however needy 
or worthy, but security for the produc- 
tive system as a whole. We cannot 
have piecemeal security at the cost of 
aggregate insecurity. We must not aim 
solely at the security of special groups 
and neglect the security of all.— 


Winthrop W. Aldrich. 





SMALL LOAN TECHNIQUE 


Should Banks Make Chattel Loans? 


By 
HOWARD HAINES 
Cashier, First State Bank, Kansas City, Kansas 


This is the fourth of a series of 
six articles on the development and 


technique of small loans by banks. 





W: are not advertising for small endorsed loans,” 


a large bank’s loan manager said a short time 

ago. “We are keeping up our volume of small 
loans but all our new advances are secured in some way 
besides endorsers.”” Upon inquiry as to what other kind 
of security was being taken it was learned that this bank 
was making loans on new automobiles, diamonds, stocks 
and bonds, life insurance, and taking chattel mortgages on 
high class furniture. Another advertises: 


IT MIGHT BE 
a new living room suite 
for her birthday. But whether 
it is or not, be sure to come to our 
PERSONAL LOAN DEPARTMENT, where you 
will receive prompt consideration on all types of loans. 


A bank in Iowa and another in Indiana report favor- 
able results in handling automobile paper. A western insti- 
tution writes: “We are seriously planning the addition of 
direct automobile and furniture loans to our small loan 
department. It appears chattels could be handled profit- 
ably along with other types of personal loans.” 

In short, if one is making small loans, why not try all 
types? The answer is a long one, but quite definitely 
removes chattels from the list of possibilities. Direct chattel 
loans, because of the human element, differ widely from 
installment contracts, co-signed notes or other forms of 
personal credits. The bank may accept individual accounts 
endorsed by department stores secured by contracts on 
washers, ranges, electric ice boxes and other household 
equipment. The car dealer may discount installment ac- 
counts on late models. This far in the chattel field the 
bank relieves itself of the costly details connected with 
investigating, approving, servicing and collecting such 
loans. It retains a lien upon the personal security of the 
borrower; has a substantial guarantor should the payments 
be defaulted, and may, under certain conditions, obtain 
a large volume in a short time. However, to go further 
in this field brings the commercial bank to the place where 
banking functions primarily based on service to industry 
and commerce end and personal finance with its attendant 
service as provident and humanitarian lending begins. 
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In the field of chattels there is one outstanding thing 
that must be done, which is not done in commercial banks. 
Chattel agencies must participate in educational work which 
brings to light the basic causes of financial illness and 
shows borrowers how they may ultimately, through careful 
management, regain solvency. The Brookings Institution 
in a study of more than 22,000,000 families in 1929 found 
that 59 per cent. of families in the United States had in- 
comes of not more than $2000 a year, or less than $40 a 
week. The number, which has undoubtedly increased since, 
illustrates the striking need for instilling sound rules of 
budgeting and financial engineering into those embarrassed 
by debt. Meeting the special needs of the necessitous bor- 
rowers without collateral means not only advancing im- 
mediate cash to relieve the burden of debt, but going still 
further with financial instructions sufficient to accomplish 
a permanent financial cure. While banks wholesale com- 
mercial loans, with a minimum of risk and expensive detail, 
serving business and production by offering a close mar- 
ginal rate of interest, personal finance is retailing small 
sums, with a maximum of detail, much less liquid security, 
and assuming a contractual relationship to function as a 
hybrid social-commercial institution. 

The chattel loan business of tomorrow is taking the im- 
provement of the economic life of the family as a primary 
part of operations.. The Uniform Small Loan law applies 
to chattel, wage assignment and promissory loans up to 
$300, and licensing the lenders to abide by the law’s regula- 
tions, is predicated upon this assumption. Costs, practices 
and the spirit of the law are largely foreign to commercial 
banking. Not only is a lot of regearing necessary to 
perform a customer service but much of the regearing is 
precluded by traditions and laws governing commercial 
banking practices. 

This last statement is demonstrated by the records and 
methods of the Household Finance Corporation, oldest of 
the large personal finance companies, having served small 
borrowers for more than half a century. This organization 
has pioneered in giving the borrower scientific, practical 
help in rearranging family finances on a sound basis. 
Burr Blackburn, formerly director of the State Council of 
Social Agencies in Georgia, has since 1929 directed research 
for the corporation, in order to ‘(1) interpret for. the 
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general public the social and economic need for the personal 
finance business and (2) to teach families to help them- 
selves through assistance in budgeting their incomes and 
stretching their dollars.” A series of “Better Buyman- 
ship” booklets, covering most of the things a family eats, 
wears, or uses and “Money Management,” budget charts 
and individual instruction to thousands, forms a part of 
this far-reaching organization, serving 353,515 families in 
1934 through its 180 branch offices located in 121 cities.’ 

Urbanization, coupled with the growing dependence of 
larger numbers on salary and wages alone, has been a 
strong influence in necessitating the expansion of this type 
of credit. It is reported that approximately 80 per cent. 
of the families in the United States are not in a position 
to obtain credit from banks. The truth of this statement 
is more evident when it is realized that direct: chattel loans 
as made by personal finance companies usually supply 
cash for emergencies or debt consolidations, which fre- 
quently require longer amortization and more frequent 
extensions than banks can offer. 

B. E. Henderson, president of Household Finance 
Corporation, states: “Small (chattel) loans made by this 
company in 1984 averaged $180 each; monthly income of 
borrowers averaged $168 each. 

“Experience has shown that borrowers attempting to 
use more than 10 per cent. of monthly income to meet 
principal installments and interest most frequently get into 
trouble. Our 1934 contracts and rates of charge permitted 
repayment of the average loan with 7-1/10 per cent. of 
average monthly income. 

“The economic result is important. Families borrowing 
to pay and consolidate accumulated debts to merchants and 
other local creditors, as the majority of our customers do, 
thus remove more than 90 per cent. of monthly income from 
the hazard of collection pressure; making it available for 
current buying and maintenance of living standards.” 

Twenty-six states have adopted laws regulating small 
loans for the purpose of protecting borrowers and making 
available adequate capital. ‘Twenty-seven have established 
interest rates, all of which recognize that the interest rate 
is not only for actual funds advanced, but also covers the 


1Offices as of March 1, 1935. 





THE BANKERS MAGAZINE 


cost of the highly specialized service required in this kind 
of aloan. This type of borrower seldom possesses collateral. 

Financial statements must be dug out and recorded by 
a long series of questions and later verified. A personal 
appraisal of the applicant’s household effects or other se- 
curity must usually be made (all of which is expensive) 
whether the loan is approved or not. State maximum 
monthly rates of interest which contemplate and permit a 
lower rate frequently necessitated by keen competition are 
as follows: 


State Mazimum Rate Per Month 


Arizona 
Connecticut 
Florida 
Georgia 6% (Too low to permit loan service) 
Illinois on the first $150 plus 214% on any excess 
Indiana 6% on first $100 plus 244% on the second 
$100, plus 2% on any excess 
on the first $150 plus 214% on any excess 
Kentucky 5% on first $150 plus 214% on any excess 
Louisiana 
Maine 
Maryland 
Massachusetts ............ 
Michigan 
Missouri 
New Hampshire (Too low to permit loan service) 
New Jersey 
on the first $150 plus 214% on any excess 
plus a fee on $50 loans and less 
Oregon but not less than $1 per month 
Pennsylvania 
Rhode Island 314% 


Tennessee 2 of 1%, plus a fee, making an effective rate 


of 314% 


Virginia 

West Virginia ............ 314% on the first $150, plus 214% on any excess 

Wisconsin on first $100, plus 2% on second $100, 
plus 1% on any excess. 


Interest under these laws is computed on unpaid princi- 
pal balances only. It may not be deducted in advance or 
compounded. “Except as stated, the law does not permit 
any additional fees or charges except those actually paid 
to public officers for filing, recording and releasing mort- 
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gages. Any infraction of these provisions voids the loan 
and constitutes a misdemeanor and, if the violations are 
continued, permits the licensing official to revoke the 
license.” Companies must be licensed, bonded to the state, 
subject to examination and supervision of the state banking 
or other officials. The Uniform Small Loan Law adopted 
by most of the above mentioned states has been promoted 
through efforts of The Russell Sage Foundation, aided by 
other welfare and social agencies, legal aid societies, The 
American Federation of Labor and civic organizations and 
leaders. It seeks to insure adequate sources of consumer 
credit for those whose condition prevent the use of cheaper 
channels of credit. A second purpose of the law is to 
prevent high rate practices of illegal lenders. 

The growth of Household Finance as illustrated in the 
accompanying table showing yearly total, number and 
average size of loans, is not indicative of the national trend 
in this type of loaning as many small loan companies have 
gone out of business in the past few years because of in- 
ability to make a profit. 


HOUSEHOLD FINANCE CORPORATION 


Amount of Number of Average Size 
Loans Made Loans Made of Loan 


$18,490,191 117,297 $157 
25,443,654 156,902 162 
56,169,071 302,871 185 
66,804,357 380,595 202 
73,310,170 363,851 201 
56,207,835 | 299,950 187 
51,584,984 278,296 185 
63,621,545 353,515 180 


Out of 3185 companies operating in thirteen states in 
December, 1931, it is reported 667 have discontinued busi- 
ness as of March, 1935. However, the average size of loan, 
$180 in 1934, is close to that shown by other finance 
organizations, and much below the average shown for banks 
attempting co-maker advances. Actual figures based on 
operations of a small town bank, a large city bank and a 
finance company show that the personal finance company 
makes sixteen loans to each loan made by the small town 
bank and sixty-three loans to each loan made by the large 
city bank. The personal finance company employs twelve 
persons to handle the same dollar volume of loans as 
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handled by one employe in the small town bank and fifty- 
eight persons to handle the same dollar volume of loans 
handled by one employe in the large city bank. 


No. of Loan 
Loans and Average Employes Balance 
Discounts Size of in Loan er 
Outstanding Loan Dept Employee 


A Personal Finance 


$7,668,000 $189 243 $32,000 
A Small Town Bank 1,200,000 3,000 3 400,000 
A Large City Bank $185,000,000 12,000 101 1,850,000 


It is difficult to operate a small loan business, even in 
prosperous times, without general losses amounting to 1 per 
cent. or more. Household Finance lists in its historical 
and statistical report for 1934, amounts charged off as 
bad debts according to year: 


Customers’ Charge-Ort 

Notes Per Cent. of 
Charged Off Average Customer's Notes 
Net Outstanding During Year 


$85,631 84 
182,985 1.55 
423,924 1.58 
683,597 ' 1.89 
960,649 2.21 
2,245,684 5.40 
2,188,574 5.95 
1,310,385 8.57 


Nation-wide increase in unemployment is the principal 
‘ause Of the increase. Such percentages usually decrease 
in years of returning prosperity levels. Stabilization of 
incomes is usually a definite guide as to the trend of eco- 
nomic conditions. Nine out of thirteen states show im- 
proved incomes for 19385. 

Small loan borrowers obviously possess the financial 

ability to keep themselves “going concerns” if furnished 
with proper facilities. But such facilities, to be proper and 
successful, must be synchronized to their needs. 
_ The averages support recent findings of the Brook- 
ings Institution that families with incomes of $2,000 or less 
are not able to save very much after living costs for 
emergencies, 

Household’s lending and collection methods are geared 
so that the loan is a vehicle for over-riding and amortizing 
peaks while safeguarding living standards during amortiza- 


tion. \ 





THE BANKERS MAGAZINE 


AVERAGE ANNUAL INCOME 
PER BORROWER FROM HOUSEHOLD FINANCE 
CORPORATION BY STATES 
State 1933 1934 1935* 
Michigan $1,770 $1,798 
Rhode Island 2,024 2,077 
Wisconsin 1,570 1,609 
Pennsylvania 2,031 2,043 
Indiana 5665 1,709 1,709 
Maryland 2,114 2,115 
Ohio ! 1,686 1,747 
Illinois ‘ 1,988 2,001 
New Jersey y 2,224 2,197 
2,295 2,231 
Massachusetts : 2,095 2,066 
Missouri 1,976 1,922 
1,469 1,471 


Average $1,985 $1,975 


*Months, January and February. 

Charges that small-loan borrowers are close to the border-line of 
charity and that the small loan itself is an “economic narcotic” are 
convincingly refuted in the above table. 





Social and economic experience has adequately dem- 
onstrated that inability to borrow on terms within its 
capacity to repay often disrupts a family’s buying power 
and living standards; necessitates retrenchment which re- 
tards participation in community trade and stints its own 
welfare. 

The accompanying table is based on figures shown in 
composite reports of personal finance companies and repre- 
sent the yearly bad debts expressed as a percentage of loans 
outstanding at the end of each year, by states. They will 
give some indication of the national trend with respect to 
bad debt losses. The figures were compiled by M. R. 
Neifeld, statistician, Beneficial Management Corporation. 

Some indication of the average size of loans made by 
lenders throughout the country rendering complete loan 
services is given in the table on page 159. These figures 
have been taken from composite reports in the various 
states for which these reports are available. Figures for 
all available years have been used. 

In the first article in this series in the section dealing 
with co-maker loans direct we have shown classifications of 
such advances as to purpose, as furnished by several banks. 
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PERCENTAGE OF PRINCIPAL LOSSES TO LOANS 
OUTSTANDING AT YEAR END 


1930 1931 1932 1933 1934 
Per Cent. Per Cent. PerCent. PerCent. Per Cent. 


3.4* 2.4 
4.2* 
4.7 


Connecticut “= 

Florida = 

Georgia —_ 

Illinois — 

Indiana — 

Iowa — 8.8 

Maine —- 0.9 

Maryland 2.0 2. — 
1:7 


Massachusetts 
Michigan 
Missouri 

New Jersey 


Pennsylvania — ‘ 

Rhode Island............ —- 3.1 3.8 
Virginia 4,1* 6.7* 

Wisconsin — 7.0 4.3 


— Figures unavailable. 
*Denotes yearly figures which include insurance against loss. 


These may or may not be inflated but over a period of years should 
equalize themselves. 





Attention is now called to the purposes for which House- 
hold Finance borrowers used the money in 1934 as shown 
in the table at the top of the following page. 





AVERAGE LOAN MADE 

1932 1933 
Florida a= $109 
Illinois $138 126 
Iowa 116 — 
Louisiana — a 
Maine 137 
Maryland — 
Massachusetts 145 
Michigan 137 
Missouri 145 
Ohio 


Pennsylvania a 
Rhode Island 123 
Wisconsin -o 143 


— Figures unavailable. 


Compiled by M. R. Neifeld, statistician, Beneficial Management 
Corporation. 
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. Number of Per Cent. of 
Purposes of borrowing Guatemnere Total 


Medical, dental and hospital bills 17.01 

Sundry, overdue bills 9.99 

Tax bills 2 8.08 

Fuel bills 7.22 

Real estate mortgage and interest 5.31 

Clothing- bills 6.28 

Repaid bills 4.43 

Furnishings d 4.18 

Insurance 3.88 

Rent 3.62 

Automobiles 2, 3.43 

Food bills 1.64 

Funeral expense 81 

Miscellaneous 4.81 
To pay debts already contracted 

Business needs 

Travel and vacation 

Assist relatives 

Education 

Moving Expense 

Miscellaneous 


To pay for cash expenditures.... 18.43% 
Purpose not specified 88 


353,515 100.00% 


Going further with this comparative study, we showed 
in the first article incomes of small borrowers at banks. 
47 per cent. of borrowers it was shown were on incomes 
from $960 to $1800. Compiling a similar classification 
Household shows: 


Family Income on Number of Average Monthly Average 
Annual Basis Customers Income Loan Made 


$1—600 4,046 $41 $91 
601—1200 63,949 86 115 
120i—1800 115,451 129 164 
1801—2400 90,544 176 204 
2401—3000 39,037 226 224 
Over—3000 36,982 331 248 
Irregular 3,506 — 171 


Total 353,515 $163 $180 


In other words, regarding incomes, 83 per cent. of 
Household borrowers, forming the majority group, are 
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on incomes of $1201 to $1800. While 6.2 per cent. of bank 
small borrowers earn. from $1800 to $2400, Household’s 
borrowers in this same category amount to approximately 
3 per cent. Although this indicates that banks realize the 
necessity of serving only the higher salary brackets, still 
many loans have crept in where borrowers are on low 
incomes, and where, necessarily, the total loan is smaller. 
In this type of loan it is believed many banks are incurring 
practically as much expense in servicing the loan as per- 
sonal finance organizations. As the largest discount on 
small loans listed by any bank now in the field is 10 per 
cent. per annum, grossing in interest return between 19 per 
cent. and 20 per cent. maximum, it is apparent this type 
of credit is being handled at a loss to the bank, for such 
loans differ in no respect from type of borrowers served by 
personal finance. 

22 per cent. of borrowers in banks, according to our 
former classification, are clerical employes; 19.11 per cent. 
of Household loans are made to the same group. Only 
4 per cent. of small borrowers from banks are professional 
persons, while 10.91 per cent. of Household borrowers are 
composed of those from the professions. Banks made 13 
per cent. of loans to salesmen, Household makes 6.58 per 
cent. of its loans to the same group. 21 per cent. of bank 
small loans are used by skilled and semi-skilled laborers 
(shown in our category, first article, mechanics 7 per cent., 
drivers and truckmien 6 per cent., foremen 2 per cent. and 
6 per cent. from public employes), while Household makes 
35.08 per cent. of its loans to such workers. Banks list 
6 per cent. of loans to storekeepers. Household lists 10.89 
per cent. to owners or managers. There is not a wide 
margin between many of these percentages. A short time 
spent in the office of a representative chattel loan (personal 
finance) organization will convince any commercial bank 
small loan manager that chattel borrowers are not so widely 
separated from the type of medium and low-income indi- 
viduals that seek credit—and sometimes obtain same on 
signatures—from the bank. 

Which brings us directly to the subject of costs. This 
is a phase of chattel loan making that is frequently not 
fully understood. Our classification taken from reports 
of state departments having jurisdiction over personal 
finance companies shows a variance in different rates in 
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effect according to states, but the maximum net earnings 
on employed capital was 8 per cent., which is only a reason- 
able dividend to investors, who must assume a fluctuating 
rate due to sectional or general conditions. 


PERSONAL FINANCE COMPANIES EARN LESS THAN 
COMPANIES IN MOST OTHER INDUSTRIES* 


Average Cost 
Average Average Per a/c 
Monthly Monthly Per Month Per Cent. 
Rate Rate Per Cent. Annual 
Charged Collected to Loan Net Earnings 
State Year Per Cent. Per Cent. Balance on Emp. Cap. 
Illinois ........... 1933 3.20 2.79 2.03 8.01 
Indiana Ending 
6-30-33 3.36 2.73 2.13 6.45 
3.19 2.88 2.22 6.56 

Maryland 3.26 2.66 1.88 7.18 
Michigan 2.69 2.35 2.06 6.62 
Missouri 1933 2.50 2.31 1.85 5.38 
New Jersey 
New York 
Ohio 
Pennsylvania... 1933 No report 
Rhode Island 
West Virginia 
Wisconsin 3% 3.18 2.90 2.11 7.00 


*These figures are from the reports of the respective State Departments 
having jurisdiction over personal finance companies. 


Household ‘Finance Corporation works out in detail the 
varying cost of loans according to size. The smaller the 
loan, the higher the rate necessary to cover cost of handling. 
Applying the rate to the unpaid balance of the loan each 
month and not to the original amount of the loan and 
basing percentages on 1934 results, it is found that, with 
and without interest, costs according to size of loan were: 


Total Costs Total Costs Plus 
Size of Excluding 1934 Percentage 
Loan Interest of Profit and Interest 
Per Cent. Per Cent. 

$30 8.28 9.29 
50 5.19 6.20 
100 2.87 3.88 
180 1.84 2.85 
200 1.71 2.72 
300 1.32 2.33 


On April 6, 1934, the Boston Traveler said: “Well- 
meaning legislators, too hard-pressed with work to see 
deeply into the situation, impulsively demand a lower in- 





THE BANKERS MAGAZINE 


terest rate for small loans. The impulse is to be praised 
but the judgment is not good.” ‘The Bureau of Loan 
Agencies Commissioner of Banks, Massachusetts, in its 
1934 Annual Report, says: “No state has found two per 
cent. to be practicable. Where it has been tried, as in New 
Hampshire, the result has been to force the licensed lenders 
to stop making loans, to liquidate their business, and to 
leave the state. The rate of 2% per cent. has been tried in 
Missouri and apparently has had the undesirable effect of 
making it impossible for the licensed lenders to make loans 
of $100 or less, with the further result that persons needing 
such loans are forced to resort to unlicensed lenders which 
operate in defiance of law, and which charge exorbitant 
rates.” 

Referring to the report to the Legislature made by the 
Commissioner of Finance for the State of Missouri, dated 
October 27, 1934: “‘We are aware of the continued ex- 
istence of high rate, unsupervised agencies, due primarily 
to the natural demand for loans in small amounts. This 
demand is being filled at the present time by loan sharks 
because of the lack of sufficient return on the investment 
of the regulated licensee to induce him to make these loans 
of smaller amounts. It is possible that remedial legislation 
permitting a higher rate on loans of small amounts, $100 
or less, would be advisable and serve to eliminate the un- 
licensed lenders.” 


William Green, president, American Federation of 
Labor, in a letter to Governor Schmedeman of Wisconsin 
in 1938, covered the question of costs, when he wrote: 


Having had some experience in the borrowing habit of the wage 
earner class over a long period of years, I should like to emphasize 
that the history of small loan legislation in many states shows that 
where the state has fixed a rate of charge at too low a figure legiti- 
mate licensed lenders retire from business, leaving the field open to 
the outlawed bootleggers of loans with their 10 per cent. a month 
charges or more. We might as well recognize the fact that people 
who do not have bank credit or savings are obliged to borrow some 
place when an emergency hits them. The question is ‘Where shall 
they borrow?’ 

This class of necessitous borrowers is a very important group, 
having grown greatly in numbers with the transition from rural to 
urban life during the past generation. Providing adequate credit facili- 
ties for them is just as important a duty of the state as providing for 
industry and agriculture. 
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When New Jersey reduced the rate to 14% per cent. and West 
Virginia to 2 per cent., the legislators thought these rates would permit 
the small loan business to operate on a commercial basis. The records 
show, however, that these rates did not permit legitimate lenders to 
operate, and so amounted to an absolute prohibition of legitimate 
sources of credit for the necessitous borrower. These states have both 
raised their rates. 


The university of Kentucky through its Bureau of 
Business’ Research made a report on “Kentucky’s Small 
Loan Problem” in 1932. In part, the report says: 
Bi . A great part of the hardship of small borrowers 
has been caused directly by the restriction of interest rates 
below the point at which small loans can be made profitable 
on a legal commercial basis. Instead of benefiting neces- 
sitous borrowers such a regulation drives the business of 
small loans to the back streets where it operates entirely 
without regulation.” 

Bankers have, in some instances, made chattel loans. 
Those having engaged in this type of credit for more than 
a year report almost uniformly they have been surprised 
at the number of loans, which, because of events occurring 
after the granting of the credit, become slow and must be 
carried as slow paper for a long time. Reports from 
banks in a later article will give some of these reports in 
detail. Bankers cannot generally grant loans to any type 
of borrower who has not been regularly employed for a 
year or more, the minimum being a year in almost all 
banks, with the exception of loans secured by collateral 
deposited with the bank. As many applicants for furni- 
ture loans have either been out of employment or reduced 
in income, the great majority could not be served if suf- 
ficient rate could be charged. Credit unions in attempting 
to take care of their affiliated workers find this same 
difficulty. 

The Wisconsin State Banking Commission and Interim 
Advisory Legislative Committee in its report on finance 
companies, 1935, says, “The advantage of credit unions is 
the opportunity of the members to secure loans from these 
institutions for necessitous purposes at a very low rate of 
interest, inasmuch as there are no operating expenses, 
officers volunteering their services gratis. 

“The disadvantage of the credit union is the limited 
amount of loans which can be made, inasmuch as they are 
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made only to members of a particular group, such as a 
certain company, and not to the public at large. Usually 
employes are not eligible for loans wntil they have been 
employed for a time with the company. Therefore, it often 
happens that when an employe first begins to work after a 
long period of unemployment he is beset by many bills, and 
this is the time he most needs money. However, as stated, 
not being able to obtain loans at the beginning of employ- 
ment, he must necessarily secure credit from other sources. 

“A further disadvantage is the feeling which many 
employes have of not wishing to disclose their financial 
embarrassment to their fellow workers. It is customary 
many times for one to interview many credit agencies be- 
fore obtaining a desired loan. Therefore it is the thought 
of the Committee that everyone should have the opportu- 
nity to seek credit from many sources.” 

The conclusion of the Wisconsin State Commission and 
the Advisory Committee, among other things, was that 
while credit unions are a great assistance and should be 
encouraged “there is no likelihood that they will ever 
replace other consumer credit agencies.” 

The accompanying table showing rates charged per 
month on unpaid balances, according to ‘state, are based 
on the fact, now fully established, that the maker of per- 
sonal loans must do ‘a great deal more than merely advance 
money. A typical advertisement of Household Finance 
Corporation says frankly, “Often a loan is not the best 
way out. Often a budget plan, better buymanship, or a 
definite plan for paying bills accomplishes more than bor- 
rowing.” No one is urged to make a loan. “If you must 
borrow,” the advertisement continues, “come here first and 
talk it over. Household offers its service, either consulta- 
tions or loans, or both, to any family, keeping house, able 
to make monthly repayments.” The success of this corpo- 
ration’s plan is indicated by thousands of letters in their 
files from recipients of loans, proving that what is good for 
the borrower is good for Household. In selling money and 
service of this nature it is difficult to determine where the 
cost of servicing begins and ends. The actual interest,” 
as shown in the table and as distinguished from the legal 
maximum, offers a clear understanding of a sustaining rate 


*Effective, year beginning 1935, Household Finance Corporation. 
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for this type of credit and precludes such credits from 
commercial banking as established in the United States. 


IntTEREsT Cost To BoRROWER 
At Rate or 
314 Per Cent on First $100—2 Per Cent on REMAINDER* 


INTEREST COST OF LOANS REPAID IN EQUAL MONTHLY INSTALLMENTS, 
ovER 3, 12 AND 20 MONTH PERIODS 


3 Month 12 Month 20 Month 
Repayment Repayment Repayment 


Total Average Total Average Total Average 
Interest Per Interest er Interest Per 
Size of Loan Cost Month Cost Month Cost Month 


$30 Loan $2.10 $ .70 $6.83 $ .57 $11.03 $ .55 
50 Loan 3.50 1.17 11.38 95 18.38 92 
100 Loan 7.00 2.33 22.75 1.90 36.75 1.84 
160 Loan 10.20 3.40 33.90 2.83 54.96 2.75 
200 Loan 12.00 4.00 40.25 3.35 65.23 3.26 
260 Loan 14.70 4.90 49.05 4.09 79.56 3.98 
300 Loan 16.50 5.50 54.75 4.56 88.73 4.44 


*Based on operations in Illinois, Indiana, Maryland, Pennsylvania, Rhode 
Island. 


The banking fraternity recognizes the elaborate system 
developed by established personal finance organizations 
for collecting and servicing accounts. Considering the 
entire network of personal finance organizations this busi- 
ness has become one of the most vital and among the largest 
groups of industries. Banks have aided and are continuing 
to aid in the growth and success of personal finance. At 
times Household Finance has used bank credit in amounts 
of $100,000 to $2,500,000 per bank, borrowing on a uniform 
basis, evidenced by promissory notes without collateral. 
Such loans are usually for 90 days with maturities so 
arranged as to fall at different times during each 90-day 
period. The corporation maintains reserves with its banks 
commensurate with the line of credit extended. It is out of 
debt to each bank for three months or more during each 
year. ‘Twenty-nine of the leading banking institutions of 
our nation have extended credit to this corporation as an 
example of indirect personal financing suitable for com- 
mercial banks. 

These banks, in a position to know the inner workings 
of personal finance, realize direct chattel advances can only 
be made successfully by carefully trained employes. The 
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average length of employment for the thirty-four House- 
hold supervisors is fifteen years. All are graduates from 
subordinate positions; all must know the business from 
the basement floor. They are highly trained specialists in 
every sense of the word. The field of personal finance 
offers a splendidly organized social service group. Com- 
mercial bankers may assist in its future development by 
urging the further adoption by states of rates sufficiently 
high to permit proper service to chattel borrowers. 


AUTOMOBILE FINANCING 


During the early days when automobiles first came into 
use, they were considered primarily a plaything and a 
luxury—anything but good collateral for a bank loan. 
Automobile dealers maintained no service plants to speak 
of, nor did they have any other substantial investment, 
but dealt with a class of people who either paid cash for 
their cars or whose credit was good enough to arrange for 
the financing directly with their banks. These purchasers 
were responsible and no risk was involved so far as the 
dealer or the bank was concerned, This was particularly 
true since the bank might take liens on the purchaser’s 
property or other collateral, in addition to the signature on 
demand or short time notes. At that time real property was 
considered more suitable as collateral than the automobile. 

Increased production, economies, and the development 
of good roads soon brought the automobile down in price 
to a point where it could be bought by the average citizen. 
It became, successively, a convenience then a necessity. 
Gradually prejudice against credit purchases of automo- 
biles waned. Demand increased. Dealers discounted de- 
ferred obligations of their customers at their banks usually 
guaranteeing payment. The usual arrangement involved 
notes bearing simple interest. Dealers developed large 
indirect lines of credit with banks, guaranteed the line 
completely and made all collections. The net result of 
this arrangement was that a great many dealers were unable 
to take care of their bank obligations. They had built up 
no dealer reserves and the bank had received only a simple 
interest charge, insufficient to cover the cost of servicing 
installment accounts. Dealers were put out of business and 
banks lost on automobile paper. 





THE BANKERS MAGAZINE 


As the automobile market spread into lower and lower 
income brackets, collections became a problem. ‘Banks were 
not equipped for installment collections or repossessing. 
Dealers continued to handle collections.. Ultimately banks 
lost contact with the makers of their notes and found them- 
selves dependent upon dealers most of whom were not 
capitalized to support their large indirect lines on the direct 
basis to which they evolved. Dealers used collections in 
their operations and banks absorbed further _ losses. 
Throughout the country, banks began to refuse to handle 
automobile paper because of unsatisfactory results. From 
1910 to 1921 automobile financing companies came into 
existence in rapidly increasing numbers. Some factories 
deemed it advisable to set up their own sales finance com- 
panies. Others made arrangements along similar lines with 
groups of finance companies or with nationally operating 
companies. 

In 1928 some 600 automobile finance companies were 
engaged in financing dealer sales. ‘Those were the days 
when the majority; of cars were financed for six, eight and 
twelve months. The business was developing into a special- 
ized function whereby dealers charged a higher time price 
than cash price, the difference being sufficient to provide 
the dealer with a reasonable loss reserve and also to provide 
the finance company with sufficient return to cover credit 
investigation, costs of direct installment collections, credit 
losses, taxes, insurance, legal counsel, garage and resale 
charges. 

Retail instalment selling forms were also being revolu- 
tionized. Chattel mortgages, conditional sale contracts, 
title notes, and lease forms came into use, depending upon 
individual state laws. Banks assisted finance organizations 
by carrying collateral trust notes. However, in 1932 and 
1983 many banks were not in a position to expand loans 
to local business enterprises. Some dealers who had for- 
merly borrowed money from their local banks looked else- 
where for a more complete financial service. Because of 
the reduction in total car sales volume, the majority of 
finance companies had idle money. Less paper was to 
be had. 'They sought to assist their dealers to work out 
mutual advantages. Capital loans and floor-planning were 
made available to reliable dealers as far back as 1925, but 
since 1929 the plan of purchasing new models and placing 
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them on the dealer’s display floor at low cost to the dealer, 
as well as carrying used models taken in trade, has become 
a common practice. 

Today it is reported that in some first class cities a 
high percentage of dealers have no money invested in their 
stock of new cars, and frequently no investment in used 
models. In most large cities more than 50 per cent. of 
dealers floor-plan. In these days, owning complete shop 
equipment, maintaining a staff of mechanics, office and sales 
force, as well as a lease on suitable display space with local 
advertising added, represents sufficient burden for the ma- 
jority of dealers. Second and third class cities offer rela- 
tively fewer buyers. 75 per cent. or better floor-plan in 
some small centers. Local set-ups vary. General averages 
for trade areas run from 50 per cent. to 94 per cent. floor- 
plans with small cities running high. 

Finance charges among larger national and some sec- 
tional and local companies have been reduced as low as 
possible consistent with the risk, costs of operation and 
investment involved. The majority of national companies 
and many smaller organizations buy paper only with re- 
course. Excessive charges by numerous local companies or 
single units are not as frequent as is often painted. There 
are certain non-recourse finance concerns buying “off-deals” 
on which a correspondingly higher rate is charged to off-set 
losses and costs of collection. By “off-deals” reference is 
had to that group of buyers either short on the down-pay- 
ment or seeking an unusually long-term contract. The 
majority of old line finance companies urge their dealers 
not to accept orders for cars when the prospective buyer 
cannot receive an allowance or make a down payment of 
33-1/3 per cent. of the delivered price of the car. Occa- 
sionally this is reduced to 25 per cent. or lower, when ‘the 
buyer’s financial responsibility justifies. Here, again 
specialized experience is necessary for proper decisions to 
be made. Dealers are urged by legitimate finance concerns 
not to extend monthly payments for more than eighteen 
months and preferably twelve on new cars and never more 
than twelve months on used cars. 

In other words, those at the head of the finance busi- 
ness are taking the same stand as the majority of banks, 
which have for years urged that “no individual should buy 
2 car who cannot pay for it in twelve to eighteen pay- 
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ments.” One group of purchasers consists of those desir- 
ing to have the very newest model, trading in the old car 
at least once a year and frequently sooner. When a car is 
driven 2,500 miles or more per month, an annual trade is 
said by certain authorities to be a sound exchange. How- 
ever, by far the majority of frequent traders are those not 
having finances to assist the trade and therefore depending 
entirely upon a small equity of perhaps $150 to be credited 
as down payment on the new model. This group is char- 
acterized also by low incomes which will not permit pay- 
ments to exceed $20 to $25 per month. Ordinarily when 
insurance and handling is added this means a 30-month 
plan is needed. These long-time schedules are hazardous 
and better managed finance companies will not purchase 
such transactions. 

This group is mentioned for the simple reason that 
finance officials are merely irked when this type of deal is 
offered to them. ‘They reject it unless the buyer’s state- 
ment is most unusual, which occurs in only a few cases per 
hundred. The prospective customer then tries to locate 
his own financing. A salesman who is working hard to 
consummate the deal wants to know why the bank cannot 
accept his or other personal endorsement. The average 
bankers will discourage the buyer by refusing to handle 
the deal. 

Banks considering automobile loans obviously receive 
all types of risks. Operations in making direct loans are 
ordinarily confined to a small area. The service being 
limited to the vicinity of the town or city in turn limits 
the volume of paper that can be acquired. Organization 
expense and taxes when deducted from small volumes 
endanger net profits. Again on small volumes, the law of 
averages, which distributes the risk for larger finance com- 
panies, because they operate throughout the country, works 
against the company or bank operating within a small 
radius. Calamities such as floods, tornado, earthquake, 
crop failures, droughts, strikes, or other disturbances may 
seriously affect such an operation. Natural causes such as 
transfer of industries from one location to another, cause 
collection troubles which are frequently not immediately 
foreseen by those engaging in this type of credit. 

The legal aspect presents itself in the collection of car 
paper. In some states repairs and garage charges are held 
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to be prior liens to mortgages. In the repossession of cars 
it cannot be said to be uncommon to find repair and storage 
liens against the car which bring the investment to more 
than the resale value. Direct car loans involve the question 
of usury. Maximum legal bank rates are not generally be- 
lieved sufficient to handle car loans on a simple interest plan. 

Certain banks believe that automobile loans may be 
incorporated in the small loan department. Some institu- 
tions have arranged floor-plans. Others have made direct 
appeal to the public that bank rates are cheaper than 
finance concerns are offering. The usual result of offering 
lower rates is that the general prevailing rate adjusts itself 
to a common level. In regard to the possibilities of success- 
ful floor-planning from a bank’s standpoint, it may be said 
that there are few dealers not already being floor-planned at 
the lowest rates. ‘Those few which, because of some weak- 
ness in capital set-up or management, may be available 
for floor-plans, must be carefully handled. 

The actual operation of a floor-plan is of interest. 
First, the dealer must be supplied a complete set of models. 
This means, not one truck, one sedan, one coupe and so on, 
but sufficient number of each model to enable salesmen to 
present a selection of colors and styles. Nothing cramps 
a dealer’s sales ability more than being short of models. 
$4000 to $100,000 or more is needed for new floor models. 
In selecting dealers to floor-plan, great care must be used 
in determining that the dealer possesses sufficient capital to 
justify the investment, as well as seasoned experience. 
Nine out of ten sales of new models involve the taking of 
used cars as part payment. ‘Because the dealer sells the 
used car and takes still another more ancient model, the 
percentage of used cars sold as against new models sold 
is about two to one. Floor-planning then resolves itself 
into a business of buying new models continuously for the 
dealer at low rates and taking paper on a volume of cars 
which roughly consist of two-thirds used and one-third 
new. The amount of constant investment required is 
sometimes larger than would appear. Most banks having 
attempted floor-planning have found the plan profitable 
when finance company charges have been adhered to. 
However, the used car sales are consummated usually with 
individuals in the lower income brackets and used car paper 
1s one of continuous expense and requires careful collection. 
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Another group of banks has gone directly to the public 
with the statement that it is logical to “buy your next car 
on the bank’s low-cost financing plan.” This method 
affords the bank only the highest type car loans, an advance 
of 60 per cent. or less on new models, sold to reliable indi- 
viduals. No used car paper is involved. Actually this 
practice of making new car loans direct has been tested by 
certain banks for the past ten years. The larger numbers 
entering this field in 1935-36 are generally unaware that 
results in the majority of banks in the past have not been 
entirely satisfactory. For the purpose of our study, a 
careful record has been made of five banks that during the 
past two years advertised widely for automobile loans. 


The first discontinued publicity in three months; 
The second continued for six months; 

The third discontinued in fourteen months; 

The fourth discontinued in sixteen months; 

The fifth remains in the field. 


The two institutions which operated only a few months 
discovered a fact that should be apparent that automobile 
buyers having 40 per cent. or more of the delivered price 
of a new car form such a small group of total new car 
buyers that, if banks in each city were able to obtain all 
these new car deals, they still would acquire such a small 
volume in loans that their investment, compared with the 
average bank’s loanable funds, would be negligible. As the 
business was attracted by advertising low rates as the 
greatest advantage, profits after deducting the cost of 
such advertising and other overhead were not highly attrac- 
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tive. These particular banks learned that collision, con- 
fiscation and conversion insurance must be carried. The 
coverage cannot always be intrusted to the buyer of the car. 
Such a general policy results in a wide variety of coverages. 
To avoid arguments and to procure proper protection it 
has been felt that any car purchaser should have no objec- 
tion to permitting the institution financing the transaction 
to place the insurance coverage, 

Listing objections to direct car loans and advantages 
as handled by banks, we have: 


ADVANTAGES OBJECTIONS 


. New car loans of not to ex- 
ceed 60 per cent. for 18 


. A simple interest bearing plan 
is not sufficient sustaining rate 


months or less have proved 
liquid with a low percentage 
of delinquencies. 


. The average loan is of large 
enough denomination to ab- 
sorb a worth-while share of 
idle funds. 


. As an added service in banks, 
car loans bring new customers 
and develop good will. 


. If notes are discounted 6 per 
cent. or more, the direct profit 
is greater than on many other 
types of bank loans. 


. If banks assist in reducing the 
cost of financing new cars, 
sales resistance is reduced. 
More cars are sold and deal- 
ers and manufacturers share 
an increased profit. 


for this type of detailed loan. 


. If most banks enter the direct 


field there is not sufficient 
total volume for all. Small 
volumes have not been profit- 


able. 


. Re-possessions create ill will. 


Car payments must be han- 
dled strictly. 


. Collections are costly. Cars 


are often taken to distant 
points. Only branch office 
arrangements can make such 
collections at prevailing rates. 
Collection costs constitute the 
major expense of many fi- 
nance companies. 


. The belief that money can be 


loaned on new cars at cheaper 
rates than those offered by 
major finance concerns is a 
fallacy. Dealers must have 
a complete finance service. 
Banks cannot handle many 
used car sales. Encroachment 
on established dealer financ- 
ing does not enlist good will 
of manufacturers. 
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INDIRECT CAR FINANCING 


ADVANTAGES 


. Three-name paper, the pur- 
chaser, the dealer, the finance 
company. 


. Major finance companies gen- 
erally consider 1 per cent. 
on volume adequate profit. A 
much better rate is available 
on three-name paper at low 
cost handling. 


. Automobile finance is highly 
specialized. National and local 
prosperity result from a con- 
centration by commercial and 
industrial units on a _par- 
ticular business they can more 
efficiently handle. 


OBJECTIONS 


1. Dealer endorsement is fre- 


quently weak. Finance or- 
ganization handles all credit 
information and_ collections. 


. Impossible to keep in close 


touch with the ratio of trucks, 
ancient or other unsatisfactory 
models being taken by finance 
companies operating over wide 
areas. 


. Banking is no longer entirely 


restricted to the wholesaling 
of money. Retailing small 
sums has become a recognized 
part of the service of many 
banks. Auto loans are adapted 


to the functions now in op- 
eration in many small loan 
departments. 


Leading executives in the field of car financing when 
asked as to the part played in the past by banks state that 
their assistance and their stabilizing influence have been 
strongly felt. A long time glance at automobile financing 
reveals that the business has appeared attractive during 
periods when cost of money has been low. At these times 
arguments have arisen regarding the fairness of rates. 
Many small companies have entered the field from time to 
time. Their principal method of obtaining business has 
been on the lower-rate argument. Rates as well as manage- 
ment policies have never been set for long periods. As 
finance companies arrive at earned income only after a 
year’s paper has fully liquidated, those assuming or pre- 
dicting profits are frequently in error. Many other 
problems besides rates beset those engaged in financing car 
purchases. Rapid changes and adjustments are compulsory. 
Although the record of the major car financing organiza- 
tions has been enviable, they have, through a highly efficient 
net-work of constantly alert specialists, met and conquered 


*“Financial Life of a Motor Car” Howard Haines, American Bankers Asso- 
ciation Journal (now Banking) September, 1934. 





THE BANKERS MAGAZINE 


many obstacles. Banks must be prepared to meet the same 
difficulties and, although a limited number of new car con- 
tracts may be handled profitably, it remains highly im- 
probable that dealer financing can be handled successfully 
directly through banks. 


BANKS AND SMALL LOAN COMPANIES 


It is unfortunate that the adoption of such descriptions, 
in their promotion and advertising as “small loans,” “char- 
acter loans,” “personal loans,” etc., have created a popular 
and, in some quarters, banker opinion that industrial banks 
and the small loan departments of regular banks are mak- 
ing loans that duplicate the type made by small loan com- 
panies. This is not the case. 

Obviously banks which are the most successful in the 
so-called “small loan” field are making installment loans 
up to $2000, and in some cases up to $5000, and the security 
required from borrowers, in the vast majority of cases, is 
either co-signers or collateral such as mortgages on real 
estate, stocks, bonds, life insurance, or other security that 
is reasonably salable. 

Small loans made by small loan companies are vastly 
different, in nearly every respect. They are limited to $300. 
In most states no husband or wife, separately or together, 
can borrow more. Terms are longer than usually, granted 
by the bank departments and payments are therefore 
smaller. 

Few bankers, even the most liberal, whether operating 
a small loan department or not, would handle security 
accepted by most small loan companies with the proverbial 
ten-foot pole. Household, for instance, is now making two 
major types of loans, as classified by security. One type, 
the largest, is on the security of chattel mortgages without 
supplementary co-signers, security or wage assignments. 
The other type is what its officers call “Honor Plan Loans” 
on only the borrower’s signature on a plain promissory 
note. These latter loans are a recent innovation, and as 
yet are somewhat experimental, but show every indication 
of being successful under the Household formula. 

_ The principal difference in the chattel and honor loans 
is that the chattel loans are confidential between Household 
and the borrower and from the standpoint of the borrower 
involve only the traditional small loan check-up, a visit to 
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the home, verification of employment, etc. The honor loans 
involve a more thorough investigation, including the appli- 
cant’s credit and paying habits and standing. 

Household does not require borrowers to sign wage as- 
signments for any loan. This, in fact, is a late “bombshell” 
in the business of small loan making. Taking wage assign- 
ments have long been a “standard” small loan company 
practice, but B. E. Henderson, Household’s president, just 
recently announced that his corporation is entirely abolish- 
ing it. 

“This action was taken,’ Mr. Henderson said, “‘follow- 
ing tests which show to our satisfaction that the salary liens, 
in addition to their controversial social aspects, are no 
longer essential to us in operating a sound lending and 
collection policy. Their elimination obviously means a 
more dignified credit procedure for both borrowers and 
the company. 

“Neither collateral nor endorsers have ever been re- 
quired as supplementary security for our loans. This 
greatly distinguishes our loan service from the collateral 
and co-signer loans which make up the bulk of credit ex- 
tended by industrial banks and the personal loan depart- 
ments of regular banks.” 
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checking account privileges are checks returned for 
insufficient funds and overdrafts on accounts. It is an 
evil that all banks doing a general banking business will 
always have to deal with and yet one which is difficult to 
correct. In reviewing the checks returned by the bank 
taken for illustration we found that an average of 407 
checks were returned for insufficient funds each month, 
which disclosed that a large number of accounts were unde- 
sirable. The actual cost of returning one of these checks 
amounted to 10 cents each and in view of the fact that no 
charges were made on these accounts for the return of the 
checks, the bank was assuming a monthly loss of around 
$40. While it is true that banks will always have over- 
drawn accounts which they must continue to carry because 
of certain connections and affiliations, there is certainly no 
reason why the bank should be accommodating at a loss. 
A charge of 25 cents for each check returned was sug- 
gested as the remedy, which would not only cover the 
expense incidental to the return of the check but also be a 
source of income until such time as these undesirable accounts 
could be eliminated. The charge in this instance should 
not be levied with the idea of increasing income, as it is 
far better to eliminate this class of accounts than obtain the 
income and assume the ill will which necessarily reflects on 
the bank permitting this type of account to be maintained. 
It has been found that by placing a charge for insufficient 
funds the number of checks will be decreased by a third 
immediately. Where the occurrence is frequent, if the 
charge is raised to 50 cents, 75 cents or $1.00 per item it will 
not only further decrease the number of these items but 
eliminate the account as well. It is often a good plan to 
write or telephone the customer and have him come in for 
a talk in order to determine the cause and suggest a remedy. 
Sometimes you will find that an overdraft occurs through 
neglect, and other times you will find that it occurs through 
an individual or company anticipating their deposits and 
issuing checks with the hope that they will have sufficient 
funds on hand at the time the check is presented to cover it. 
This practice not only indicates bad management, but many 
times is the warning signal for the bank to obtain adequate 
protection in other dealings they might have with the cus- 
tomer in question. ; 


Pastis = two of the greatest evils incidental to 
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The customer should be cautioned severely against 
giving post dated checks. Another practice which should 
be strongly condemned is the issuing of checks with instruc- 
tions to the payee to hold the check for a week or ten days. 
Nine times out of ten the payee does not hold the check as 
agreed but deposits it immediately, which results in the 
item being returned N. S. F. 


Overdrafts—While national and state banking laws 
discountenance overdrafts, and while, technically speaking, 
it is a violation of the law and of good banking to permit 
overdrafts, yet it is a necessary evil which the banks have 
to allow. 

A review of the overdrafts of our illustrated bank dis- 
closed that an average of thirty accounts per day were 
overdrawn, the daily total of which averaged $1600, 
which is too many in number in relation to the number of 
accounts. As every overdraft requires a notice and post- 
age, there is an expense of 7 cents to the bank. It is 
granted that overdrafts are unsecured loans and are allowed 
only to those entitled to credit, yet there is no reason why 
the banks should assume the expense incidental to granting 
this accommodation. 

It is suggested that a charge of 10 cents plus interest 
at 7 per cent. with a minimum charge of 25 cents be as- 
sessed against the account for the overdraft. Income from 
this source would amount to approximately $200 per 
month, which would adequately cover the expense and com- 
pensate the bank for the work involved. 

In levying a charge for overdrafts the charge should 
not be placed against the account for the purpose of inter- 
est on the overdrafts, as the fact that interest is paid in the 
eyes of the customer condones the allowance of the over- 
draft, but such charges should be made only on the basis 
of handling-charge incidental to the overdraft to cover 
expense involved. 


The Discount Department.—In order to determine how 
much profit there is in the bank’s loans, based on the ex- 
pense involved as determined by cost analysis, we have 
figured a cost of 49 cents for each note and 97 cents for 
each collateral substitution. In Tables 1 and 2 shown on 
page 180 we have classified loans according to whether 
they were secured or unsecured, time or demand. 
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In order to still further break down our classification 
Tables 3, 4 and 5 classify the loans as to size. 


TABLE 1 


Amount in Per Cent. 
Dollars of Total 


Collateral, time.............................. $261,700.00 30.6 
Collateral, demand 231,200.00 28.3 
Unsecured, time 174,100.00 21.4 
Unsecured, demand 151,000.00 19.7 


$818,000.00 100 


TABLE 2 


Amount in Per Cent, 
Dollars of Total 


Collateral $492,900.00 58.9 
Unsecured 325,100.00 41.1 


$818,000.00 100 
435,800.00 52 
SS | ROR ona cre SR Or 382,200.00 48 


$818,000.00 100 


Represented in dollars, time loans are almost 50 per 
cent. secured and 50 per cent. unsecured. Secured time 
loans amount to 30.6 per cent. of the total loans and total 
collateral loans amount to 58.9 per cent. of the total. While 
the make-up of secured and unsecured loans is satisfactory, 
19 per cent. of the unsecured loans are on a demand basis 
which is entirely contrary to the principles of good bank 
management. 

Definite loaning policies should be established for each 
bank. Such policies should be predicate on the location, 
type of business served, type of accounts, and seasonal 
fluctuations of business conducted in the territory. 

Credit should be extended so that total loans are 40 per 
cent. unsecured and 60 per cent. secured, such secured loans 
to consist of marketable securities or paper eligible for 
rediscount at the Federal Reserve Bank. Demand loans 
should consist wholly of loans amply secured by marketable 
collateral which can be quickly realized upon if necessity 
demands. 

Seasonal fluctuations in deposits, seasonal requirements 
for credit, and distribution of deposits should all be con- 
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TABLE 3 
CLASSIFICATION 


Per Cent. Per Cent. 
of Total Representing of Total 
Class Notes in Dollars Notes 


Under $100 16.4 $7,200.00 9 
$101 to $300 25.9 32,500.00 4. 

$301 to $500 14.3 37,000:00 4.5 
$501 to $1,000 12.5 58,400.00 7.1 
$1,001 to $3,000 21.5 289,500.00 35.4 
$3,001 and up 9.4 393,400.00 48,1 


100 $818,000.00 100.0 


TABLE 4 
SECURED LOANS 


TIME DEMAND 
Representing Representing 
Class v in Dollars Number in Dollars 


Under $100 $900.00 5 $300.00 
$101 to $300 6,200.00 10 1,200.00 
$301 to $500 6,400.00 14 5,700.00 
$501 to $1,000.... 14 11,200.00 12 7,800.00 
$1,001 to $3,000 42 94,600.00 31 61,300.00 
$3,001 and up.... 20 142,400.00 17 154,900.00 


130 $261,700.00 89 $231,200.00 


TABLE 5 
UNSECURED LOANS 
TIME DEMAND 


Representing Representing 
Class N in Dollars Number in Dollars 


Under $100 $3,800.00 8 $500.00 
$101 to $300 23,700.00 15 1,800.00 
$301 to $500 19,900.00 9 3,200.00 
$501 to $1,000... 38 24,700.00 15 10,500.00 
$1,001 to $3,000 32 65,200.00 30 58,100.00 
$3,001 and up.... 8 36,800.00 13 76,900.00 


319 $174,100.00 90 $151,000.00 


sidered in arriving at a definite investment policy for the 
bank. This, as said before, depends entirely upon the loca- 
tion and type of business served and will be covered further 
in an article on investment policies, 

From the chart we see that 56.6 per cent. of the total 
number of loans (loans less than $500.00) only represent 
9.4 per cent. of the total funds invested. 1038 of these loans 
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are for amounts less than $100, some of which were made 
for a period of 30 or 60 days bearing interest at 6 per cent., 
which earnings are not commensurate with the work in- 
volved. The cost of making a note is 49 cents and the 
bank should not only be entitled to obtain the cost from 
the interest, but a profit as well; as money being a com- 
modity has a certain price. Putting into effect a minimum 
interest charge of $1.00 would not only provide adequate 
compensation for small loans but show a commensurate 
return and increase the earnings several hundred dollars 
a year. 

Sixty-one loans in amounts of less than $500, represent- 
ing 10.3 per cent. of the total notes, are carried on a demand 
basis. No loans should be carried on a demand basis unless 
amply secured by marketable collateral and for amounts of 
less than $5000. In the average bank all loans of less than 
$500 should be made for only 30 days and renewed only if 
a payment on principal is made. 

There is further expense to handling loans that are past 
due. It is customary to send an advice that the loan is past 
due, sometimes followed up by a telephone call, and to 
spend considerable time in interviewing the borrower which 
expense is not covered by the interest paid. Such past due 
loans, when disposition is made, should have an additional 
charge of at least 15 cents a day in addition to the interest 
as compensation for the additional service. 

In making an analysis of the above loans it was found 
that out of 628 borrowers, 143 or 22.8 per cent. did not 
carry accounts in the bank, 93 or 14.8 per cent. carried 
accounts with non-compensating balances, and 392 or 62.4 
per cent. carried compensating balances and satisfactory 
accounts. This 37.6 per cent. of non-eligible borrowers is 
entirely too high. 

The bank’s earning assets or its deposits are converted 
into commercial loans and other types of investments, and 
there is a very definite relationship between depositors and 
borrowers. If you did not have the depositors, you could 
not have the borrowers; consequently, no earnings. Since 
it is necessary to have a balance relationship between bor- 
rowers and depositors in order to have the bank on a 
profitable basis definite consideration should be given to 
customers that supply the funds you invest. Customers 
who maintain balances with you are entitled to a first call 
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for loans. Whether or not you determine that the maxi- 
mum a customer can borrow would be five times his average 
balance based, of course, on his credit standing; or whether 
he should maintain balances equivalent to 20 per cent. of 
his average borrowings is immaterial, but certainly a definite 
policy should be set up as to the required. balance to be 
maintained by borrowing customers. Customers who do 
not contribute deposits should not.be entitled to unsecured 
credit accommodations or secured accommodation if there 
is demand for available funds by your other depositors. 


Collateral—Collateral loans require an exceptional 
amount of care due to the precautionary measures necessary 
to protect the bank. Every collateral transaction including 
substitutions cost the bank 97 cents, which is quite high. 
It is necessary, of course, in covering the value of callateral 
to rely upon the daily papers and know where various 
securities are listed. If the securities are not listed on any 
of the exchanges, reputable investment houses should be 
frequently consulted relative to the market. 

All securities pledged as collateral should be in good 
delivery form; that is, be in such shape that the bank could 
readily sell the securities if the loan were called or the 
margin insufficient. Briefly the following rules should be 
kept in mind watching collateral. 

Coupon bonds should have the coupons due on the next 
date attached. Registered bonds are required to be en- 
dorsed by the registered owner and witnessed. Stock certifi- 
cates should either be endorsed in blank on the back or 
accompanied by a power of attorney. Stocks or registered 
bonds pledged by associations, lodges, societies, or corpora- 
tions will require resolutions to sell, duly adopted and 
attested by the proper officials with the seal of the company, 
giving said officials power to sell, etc. Mortgages payable 
to bearer do not require assignments but supporting papers 
such as guarantee policies, fire and tornado insurance, etc., 
are required. Each parcel of collateral should be listed and 
the collateral registered under the person’s name and peri- 
odically checked with the customer in order to provide a 
check on the collateral. It is also a good policy to cross- 
index collateral; that is, to set up a tickler system and have 
a card for each security pledged, showing the type of stock 
and certain pertinent information as to the company, num- 
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ber of shares held, the certificate number and the borrower's 7 
name. 3 
In like manner with bonds: the name, numbers of the ~ 


bonds, the denomination, the interest dates. Such interest ’ i 
dates should be cross-indexed in order that the bank may 


clip the coupons and collect them for the customers. By 


having such a cross-index the bank is able at any time to 4 


determine the volume of any one security they are holding, ~ 


and in an active declining market, such information is very | 


helpful. It is not good policy to loan more than a reason- — 
able amount on any one security put up for collateral on © 
the theory that if too much credit is extended on one se- ~ 
curity and the market declined it would be very difficult ~ 


to liquidate the loans without suffering a loss. It is good 7 


policy for a bank not to loan more than 10 per cent. of its 
capital on any one issue. Diversification of securities on 
collateral loans is just as necessary as diversification of 
investments. Unless this is watched it is possible that you 
might wake up some morning and find that you own a brick- 
yard due to the fact that your collateral borrowers have 
pledged with you 70 per cent. of the stock as security for 
their loans. 








